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' PREFACE 

MUCH  attention  is  given  today  to  public 
education.    We  have  varioua  eehoola  and 
colleges  for  almost  every  conceivable  pur- 
pose except  for  the  taking  care  of  property.    When 
Ci  conies  to  the  science  of  investing  money,  very 
ew  people  make  it  a  question  for  thought  and 
'^^tudy.     The  great  majority  of  investors   do  not 

Riow  one  investment  from  another,  but  depend  to 
large  extent  on  hearsay,    A  man  will  spend  from 
a  to  fifteen  years  of  his  life  in  preparation  so  as 
thoroughly  master  a  vocation,  but  he  expects 
io   enter  the  investment  field  with  very  little,  if 
»Hy,   practical  training  on  the  subject  of  invest- 
-    aaents   and  the  science  of  investmg  money.     To 
make  a  success  of  any  business,  the  fundamentai 
principles    must    be    thoroughly    understood,    but 
fundamentals  cannot  be  mastered  without  study. 
A  few  years  ago,  absolute  safety  with  3-1/2  to 
4%  income  was  considered  an  investment,  whereas 
a  5%  return  was  considered  a  speculation.     Only 
Recently,  however,  one  of  the  large  banks  in  Eng- 
land  failed — not   because  it  had  been  investing  in 
imsafe  securities,  but  because  it  had  confined  its 
investments  to  the  British  Consols  and  securities 
of  a  similar  high  grade.     In  other  words,  it  failed 
because  of  the  approved  excellence  of  its  invest- 
ments!   It  was  not  many  years  ago  that  the  British 
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'Consols  were  Belling  at  112,  or  thereat 
they  have  since  dropped  to  around  7.">. 
consider  that  practicaliy  the  host  investni 
world  can  behave  in  this  manner,  are  we 
times  justified  in  being  sceptical  in  reg£ 
securities  which  arc  being  offered  at  tl 
day? 

The  British  Consols  are  not  the  only 
of  course,  which  have  shown  this  decl 
practically  all  the  conservative  boads  hav 
in  a  similar  manner.  The  cause  of  this  gn 
is  that  the  investing  public  seeks  securil 
pay  a  greater  income  than  3-1/2  and  - 
field  which  has  naturally  opened  up  U 
that  of  Public  Utilities  which,  a  few  ; 
were  considered  anything  but  conser\'ati% 
are  many  securities  of  electric  railways 
telephone,  industrial,  and  water  power 
which  today  form  a  very  desirable  form 
ment.  One,  however,  must  be  thoroughlj 
on  the  fundamental  principles  underlying 
rity  of  these  newer  issues,  as  well  as  oti 
of  investments,  before  making  any  purcht 
This  demand  for  a  greater  income  has 
way  naturally  led  to  greater  speculation. 
are  many  ways  of  making  money  by 
uses  of  capital,  it  is  well  to  remember  th 
mentally,  making  money  with  safety  n 
the  serving  of  some  one  else  to  a  sufEcii 
to  pay  for  the  profit  rendered.  If  on* 
sells  a  carload  of  com  for  general  cor 
he  is  doing  a  distinct  service  and  at  the 
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ig  being  paid  for  so  doing.  In  epeculation,  how- 
ever, one  expects  to  violate  this  fundamental  prin- 
ciple, and  with  very  little  trouble  or  exertion  on  his 
part,  to  obtain  a  handsome  return  on  his  money. 

Here  ia  a  man  who  can  earn  from  $2  to  $20  a  day 
in  some  legitimate  occupation.  It  looks  small. 
In  the  stock  market  he  has  made  $100  in  one  day. 
'  Why  not  continue?  Why  stick  to  his  paltry  day's 
pay  when  this  opportunity  offers?  A  quarter 
pinked  up  in  the  street  is  wealth,  whereas  money 
earned  by  giving  an  equivalent  is  almost  begrudged, 
A  man  plays  the  stock  market  all  the  winter,  and 
at  the  end  of  the  winter  finds  he  has  made  jusf 
$100  net.  "But  on  the  other  side  of  the  account," 
he  says,  "I  haven't  added  up  the  whiskeys,  cigars, 
headaches,  loss  of  sleep,  or  the  dreary,  miserable 
days  I  have  spent  durmg  this  time."  Could  he 
not  have  made  much  more  in  some  other  way? 

A  man  wiU  work  hard  in  politics  for  two  theater 
tickets,  because  he  f^els  somehow  that  they  have 
come  without  the  sweat  of  his  brow;  but  it  is  with 
the  sweat  of  his  brow  that  his  real  income  is  obtained. 
One  who  speculates  gradually  notices  that  the 
customers  in  that  office  are  constantly  changing. 
The  reason  for  this  can  be  easily  seen,  but  few  have 
the  courage  to  analyze  this  phenomenon. 

There  are  some  investments  which  are  especially 
adapted  to  various  individuals  in  different  classes 
of  life.  There  are  other  investments  for  national 
banks,  savings  banks,  trust  companies,  life  and 
fire  insurance  companies,  estates,  trust  funds, 
guardians,  and  bonds  for  the  surplus  funds  of  any 
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CHAPTER  I 

THE  YOUNG  MAN'S  CREDIT 

Why  He  Needs  It  and  How  He  Can  Get  It 

LOOKING  out  of  the  window  of  a  large 
Chicago  hotel,  one  obtains  a  view  up  La 
Saile  Street  which,  as  ail  western  readers 
know,  is  the  Wall  Street  of  Chicago,  our  great 
western  metropolis,  and  which  some  day  should  be 
the  financial  center  of  America.  Towards  Madi- 
son Street  can  be  seen  great  bank  buildings  uii- 
equaled  even  in  New  York  or  any  other  world 
city,  unless  it  be  Paxia  or  Berlin.  But  it  is  not 
so  much  the  present  conditions  which  are  impress- 
ive, as  it  ia  the  thought  of  Chicago  about  twenty 
years  ago,  when  these  same  great  banks  were  in 
small  rented  offices,  and  when  only  very  few  build- 
ings on  the  street  exceeded  four  stories  in  height 
compared  with  the  great  sky-scrapers  of  today. 

But  this  is  not  all;  for  as  these  great  banks  have 
grown,  their  customers  have  also  increased  in 
wealth  and  influence.  An  illustration  will  empha- 
size this  point.  Some  twenty  years  ago,  two  young 
friends  of  mine  came  from  a  little  town  in  Nebraska 
to  Chicago  to  earn  their  living  in  any  way  possible. 
They  were  living  in  the  humblest  circumstances, 
working  for  one  dollar  a  day  with  absolutely  no 
acquaintances,  friends,  nor  even  a  trade.  In  fact, 
to  one  trained  in  a  (conservative  eastern  luamier, 
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it  seemed  that  they  did  not  have  one  chanci 
thousand  of  even  getting  a  living.    The  lor 
boys  stayed,  the  mure  difficult  their  piMitioa 
likely  to  become,  for  tirnca  were  very  hard  in  i 
during  the  early  nini'ticH,  and  the  city  was 
with   unemployed.     However,   they   work 
and  were  always  ready  to  do  the  next  Ihi 
ever  it  might  be;  moreover,  it  was  sbso 
possible    to    discourage    them.       Gradu 
attracted  the  attention  of  one  or  two  mer 
These   men   saw   that   the   boys   were 
honest,  of  exceptionally  good  habits  r 
and  unconsciously  these  boys  created 
these  men. 

It  is  sufficient  to  say  that  they 
suburb  of  Chicago  where  they  ea^ 
beautiful   home,   and   are   surroui 
comfort  that  an  honest  America 
short,  today  they  absolutely  ow 
great  mail  order  houses,  and  thi 
hold  word  in  almost  every  he 
States,  all  of  which  is  the  rf 
lished  in  the  early  days. 

Banks  and  the  Peop' 
Upon  Eac) 
This  is  only  one  illuatre 
which   m^iht    be   given 
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Bllike  them  developing  great  business   organizations 

pi'which  gather  into  Chicago  millions  of  dollars  each 

f    day.     On  the  other  hand,  these  boys  could  not  have 

^  grown  had  they  not  established  a  credit,  and  had 

1  it  not  been  for  the  banks  which  financed  them,  or 

.     financed  the  fimia  from  whom  they  purchased. 

■         The  moral  of  this  narrative  is: — to  the   banker; 

-  take   care  of  the  small   depositor  and  the    small 

t«  borrower.     Remember  that  although  to-day's  busi- 

ness  may  depend  upon  how  you  treat  the   lai^' 

B<iepositor,   yet   your   growth   and   your    condition 

^twenty  years  hence  depend  upon   how    you  treat 

the  small  man  who  now  has  only  a  few  hundred 

Idollara  to  his  account,  but  who  is  endeavoring  to 

■establish  credit.    To  the  young  man   the  word  is; 

lopea  a  bank  account.    In  fact  you  should  have  two 

■  bank  accounts,  one  for  your  savings  and  one  for  a 

1  check  account.     These  should  be  your   first  two 

I  investments. 

Those  who  are  large  investors  and  who  buy  and 

-^  sell  about  once  in  two  years  in  accordance  with  the 

.      changes   m   fundamental    conditions   always    have 

large    bank    accounts    preparatory    to    purchasing 

Li  securities   when   the   proper   time   comes.      Many 

HI  people  say,  "During  the  next  period  of  low  prices, 

[  I  am  going  to  buy  some  good  securities";  but  they 

make  no  actual  preparation  for  the  same,  and  when 

.  .  said  time  comes,  they  have  no  money  with  which  to 

le  keen  investor  sells  his  securities,  real  estate, 
other  investments  when  they  can  be  sold,  and 
Jbuilds  up  a  large  bank  account  with  the  proceeds 
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thereof.  Then  when  the  trouble  comes  and  prices 
of  stocks,  bonds,  real  estate,  and  commodities  fall, 
he  has  the  ready  money,  and  is  able  to  help  save 
the  situation  and  at  the  same  time  make  a  hand- 
some profit. 

Let  us  return  to  the  Chicago  illustration  and 
note  that  these  men  obtained  their  start  through 
establishing  a  credit.  Now  the  four  comer  stones 
of  business  are: 

1.  Character. 

2.  Health. 

3.  Intelligence  and  Judgment. 
^i^           i>                                                                              4.  Credit. 


Given  these  four,  any  man  should  succeed;  but, 
omit  any  one  of  these  four — although  he  may 
apparently  succeed — his  success  will  be  only  tem- 
porary. All  permanent  success  depends  upon  the 
development  of  these  four  fundamental  factors. 
All  four  factors  are  important,  but  we  will  limit 
ourselves  to  the  last,  namely,  credit. 

There  are  many  ways  of  acquiring  credit,  yet 
the  easiest,  most  satisfactory,  and  most  useful  is  to 
connect  one's  self  with  two  local  banks.  Many 
refer  to  banks  only  as  a  place  for  depositing  money; 
but  this  is  the  least  of  the  many  reasons  why  a 
young  man  should  have  one  or  more  bank  accounts. 
We  will  give  two: 

(1)  To  gradually  establish  a  credit  for  later  use. 

(2)  To  create  a  source  of  advice  relative  to 
financial  matters. 
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Establishing  a  Bank  Credit 

To  establish  a  credit,  a  man  must  begin  early  in 
life.  The  man  who  has  not  established  a  credit, 
before  he  is  thirty-five  is  greatlj'  handicapped. 
Therefore,  as  bank  accounts  are  the  best  means  of 
creating  such  a  credit,  young  men  should  open 
accounts  just  as  early  in  life  as  possible.  To  buy 
even  a  share  of  stock  or  a  foot  of  ground  before 
having  two  bank  accounts  is  a  vital  mistake.  Some 
think  that  if  they  have  property,  they  can  readily 
obtain  a  loan  from  a  bank  whether  or  not  they  have 
ever  been  a  customer  of  a  bank.  This  is  a  mistaken 
idea. 

When  money  is  abnormally  plentiful,  any  man 
with  property  may  doubtless  be  able  to  borrow  on 
security  from  some  bank  of  which  he  is  not  a  regular 
depositor,  but  such  is  the  exception.  Moreover, 
at  such  times  a  man  does  not  usually  need  to  borrow, 
because  when  money  is  cheap,  either  all  customers 
are  promptly  paymg  their  bills,  or  else  business  is 
so  depressed  that  there  is  little  object  for  one  to 
borrow.  The  average  man  is  most  anxious  for  money 
when  rates  are  high,  and  banks  have  little  or  none 
to  lend.  It  is  then  that  the  banks  limit  their  loans 
to  customers;  and  furthermore,  loan  first  to  those 
who  have  been  the  longest  and  most  profitable 
customers.  Therefore,  every  young  man  should 
be  urged  to  use  his  very  first  savings  for  the  estab- 
lishment of  a  savings  account,  and  to  open  a  checking 
account  before  buying  a  share  of  stock  or  a  foot  of 
land  or  any  other  property. 
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Credit  to  a  large  extent  means  "favorable  aa, 
once,"  The  depositor  who  calls  at  the  bani 
once  a  year,  has  not  suck  good  "credit"  as  the  o, 
calls  each  month.  Better  still,  the  young  ma 
is  paid  weekly  should  call  once  a  week  and  c 
his  salary  in  the  checking  account  of  a  local 
When  depositing  said  salary,  he  should  sp 
pleasant  word  to  the  teller  and  gradually  a 
the  good  will  and  friendship  of  the  oiRcei 
directors.  Once  a  month  or  once  a  quarter- 
ever  interest  goes  on  deposit  in  the  savings  t 
he  should  withdraw  from  his  checkings  a< 
{upon  which  he  probably  is  not  receiving  in 
such  portion  as  be  desires  to  deposit  in  his  s 
account — in  the  other  bank.  This  enables  a 
man  to  call  at  the  commercial  bank  once  a 
and  at  the  savings  bank  once  a  month  or  & 
thus  gradually  acquu^  the  acquaintance  anc 
will  of  both  institutions  which  means  CREI 
The  young  man,  however,  must  not  be  o 
with  simply  opening  two  accounts  as  early  s 
sible  and  systematically  making  deposits  tl 
but  he  must  have  these  accounts  of  a  size  to  be 
while.  The  average  depositor  fwls  to  realiz' 
many  accounts  today  show  our  banks  a  d 
loss,  and  the  only  reason  why  a  bank  does  not 
them  is  because  the  officers  hope  that  som 
they  will  be  lai^  enough  to  be  profitable. 

Although  a  bank  will  not  refuse  a  small  ac 
yet  a  young  man  cannot  expect  to  acquire  m 
a  credit  upon  which  some  day  to  borrow, 
his  account  is  profitable.     Therefore,  young 
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should  be  urged  to  cany  good  accounts.  Don't 
be  stingy  with  a  bank.  Rememljer  that  some 
day  it  will  be  your  best  friend.  If  you  wish  to  use 
the  banJi  later,  allow  it  to  make  money  on  your 
business  now.  Be  broad  gauged  and  don't  sharpen 
the  pencil  too  finely,  but  remember  the  man  who 
held  the  penny  so  near  his  eye  that  he  shut  from 
view  the  entire  world.  Remember  how  the  farmer 
must  spend  money  on  seed  and  dressing;  how  the 
physician  must  spend  years  on  study  and  practice. 
Remember  that  credit,  like  eversrthing  else  that  is 
good,  cannot  be  obtained  quickly  or  for  nothing, 
but  haa  its  price. 

But  there  are  other  reasons  why  young  people 
should  open  bank  accounts.  It  is  very  advisable 
to  pay  bills  by  checks.  This  not  only  safeguards 
one  by  having  an  automatic  receipt,  but  it  makes 
a  good  impression  on  the  merchant  to  receive  a 
check  from  a  young  man.  It  shows  a  merchant 
that  his  customer  has  a  bank  account,  and  thus  the 
young  man  indirectly  establishes  a  credit  with  the 
merchants.  Having  bank  aecounts  enables  one  to 
quickly  cash  checks,  remit  money,  give  references, 
and  serves  a  host  of  other  purposes  in  addition  to 
aiding  in  the  establishment  of  a  credit. 

Obtaining  Advice  in  Financial  Matters 

For  the  young  investor  to  attempt  to  select  safe 
securities  without  some  outside  honest  and  experi- 
enced aid,  is  a  great  mistake.  As  one  begins  to 
study  and  acquire  experience,  he  is  of  course,  less 
dependent  ujjon  the  advice  of  another;  but  when 
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bank  to  give  him  time  and  thoughtful  attention, 
or  so  perfect  himself  by  means  of  a  definite  study 
of  investments  that  he  becomes  self-reliant. 

How  maay  may  have  wondered  why  two  accounts, 
or  rather  accounts  with  two  different  banks  are 
recommended.  The  St.  Louis  investor  cited  above 
draws  his  money  from  his  savings  account  with 
which  to  make  his  first  purchase,  and  it  is  very 
awkward  to  ask  advice  of  a  bank  from  which  one 
is  drawing  the  money.  Consequently  the  commer- 
cial bank  where  one  has  his  checking  account  is 
first  appealed  to  for  advice.  Such  a  bank  may  be 
requested  to  recommend  certain  definite  bonds, 
or  one  or  more  reliable  bond  houses  to  whom  the 
investor  may  write.  When  writing  to  one  of  these 
bond  houses,  the  investor  may  ask  for  a  "first 
mortgage  imderlying  lien  which  is  absolutely  safe 
and  yields  about  five  per  cent."  After  receiving 
a  list  from  the  bond  house  (or  houses  in  case  the 
bank  recommends  more  than  one)  the  investor  can 
then  ask  the  opinion  of  his  commercial  bank  as  to 
which  bond  it  would  select. 

As  the  commercial  bank  will  probably  choose  two 
issues,  then  when  next  depositing  in  the  savings  bank, 
the  young  man  can  ask  the  treasurer  of  this  latter 
bank  whether  or  not  he  believes  "either  of  these 
two  bonds  to  be  absolutely  safe,  and  if  both  are 
safe,  which  of  the  two  is  the  better?"  In  short, 
when  the  investor  has  found  an  issue  which,  first, 
is  recommended  by  a  firm  that  the  commercial  bank 
recommends, — and  secondly,  is  approved  by  both 
the  commercial  bank  and  the  savings  bank,  he  may 
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CHAPTER  II 
The  Selection  of  a  Bank  with  Suggestions  to 
Bank  Employees.    Published  State- 
ment of  Bank 

EVERY  national  bank  is  oompelied  by  law 
to  publish  in  a  local  paper  at  certain  inter- 
vals a  statement  of  its  conditions,  and  this 
i  to  a  limited  extent  to  most  trust  com- 
panies and  state  banks.  Whether  or  not,  however, 
one  sees  the  published  statement  in  a  newspaper,  he 
can  always  obtain  a  printed  statement  from  his 
bank.  This  statement  usually  appears  in  the  form 
of  a  little  leaflet  or  circular,  which  in  addition  to 
giving  a  condensed  trial  balance  of  the  banks'  con- 
dition, gives  a  list  of  the  names  of  the  officers  and 
directors. 

Although  there  are  many  su^estions  as  to  the 
means  of  determining  the  strength  of  a  bank,  in 
order  to  select  one  in  which  to  deposit,  yet  all  of 
these  methods  practically  resolve  down  to  a  study 
of  this  statement.  The  following  is  a  statement 
of  a  small  bank  as  published  in  its  local  paper  and 
k  a  tjT?icaI  illustration. 

RESOURCES. 

Loans  anil  Discuunts $272,41.5,26 

Ovordrafts,  BPcured  and  unBecured     .      .      ,      ,  124.03 

United  States  Bonds  to  sefiure  circulation    .  50,000.00 

Securities,  Bonds,  ete.  .    ' 830,646,90 

Banking  House,  Furniture  and  Fixtures      .     ,         2,000.00 
Due  from  State  and  Private  Banks  and  BankcrH, 

Trust  Companicrs  and  Savings  Banks    .  1,486.54 
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It  is  very  difficult  for  the  small  investor  to  obtain 
much  information  from  the  examination  of  simply 
one  published  report.  The  best  way  is  to  system- 
atically cut  out  and  file  each  statement,  and  then 
compare  these  statements  from  time  to  time.  By 
such  a  comparison,  a  business  man  who  is  acquainted 
with  figures  will  notice  if  a  bank  is  growing  in  the 
right  direction.  In  short,  it  does  not  make  as 
much  difference  in  regard  to  what  the  statement  , 

is,  as  it  does  whether  the  statement  is  gradually  « 

improving  or  becoming  worse.     To  illustrate:   in  j 

the  above  statement,  it  does  not  matter  whether  j 

the    surplus    and    undivided    profits    amount    to  i 

$27,804.21  or  whether  it  is  $5,000  greater  or  smaller;  1     j 

but  it  makes  a  great  difference  whether  every  six  ^ 

months  this  "Undivided  Profits"  account  is  gradually  | 

increased  or  whether  it  remains  fixed.  .rj 

The  same  rule  applies  to  the  "Banking  House"  rf    ■ 

account,  only  in  an  inverse  manner.    A  successful  j 

bank  endeavors  to  cut  down  this  account  rather  \ 

than  increase  it,  and  a  comparison  of  reports  quickly 
shows  the  investor  which  his  local  bank  is  doing. 
Ninety  per  cent  of  our  banks  are  being  operated 
in  a  most  straightforward  and  conservative  manner, 
and  there  are  very  few  who  resort  to  improper 
methods.  Therefore,  the  main  purpose  of  keeping 
such  statements  is  to  notice  whether  the  bank  is 
growing  and  is  gradually  becoming  stronger,  or 
whether  it  is  at  a  standstill  or  possibly  falling  behind. 
In  selecting  a  bank  in  which  to  deposit,  the  small 
investor  or  business  man  should  look  much  further 
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It  is,  however,  absolutely  necessary  that  a  depos- 
itor should  know  these  two  or  three  men  who  dictate 
the  policy  of  any  bank  in  which  he  is  interested. 
Moreover,  it  is  absolutely  necessary  that  he  should 
I  select  institutions  in  which  these  men  stand  for 
'  the  highest  character  and  judgment.  The  first 
requisite  is  absolute  honesty,  and  nothing  at  all 
questionable  should  be  countenanced  in  any  way. 
Nevertheless,  honesty  alone  is  not  sufficient;  and 
the  man  who  successfully  operates  a  bank  must 
have  good  judgment  and  wide  experience  in  finan- 
cial affairs. 

Not  only  does  the  safety  of  a  bank  in  which  one 
deposits  depend  upon  the  good  judgment  of  the 
man  at  the  helm,  but  if  one  of  the  depositors  should 
greatly  need  money  during  a  period  of  financial 
stringency,  he  wishes  his  bank  to  be  in  a  position 
that  he  may  be  accommodated.  If  the  bank  is 
being  operated  by  'easy  going  men  who  loan  out 
money  in  quantities  when  it  is  cheap,  then  when 
trouble  comes  these  men  are  unable  to  give  further 
accommodation,  as  other  depositors  have  previ- 
ously over-borrowed  and  the  bank  is  hi  a  position 
where  it  cannot  increase  its  loans. 

Character  of  Assets:  After  looking  up  the  char- 
acter of  the  management,  the  next  thing  to  note 
is  the  character  of  the  assets.  In  reality,  the  average 
bank  statement  gives  an  investor  no  definite  in- 
formation on  this  point,  which  is  very  unfortunate. 
The  time  may  come  when  all  investments  and  loans 
will  be  open  to  the  public  inspection,  and  when 
this  time  comes,  a  great  stride  will  have  been  made 
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be  exceptions,  in  moat  cases  the  proper  officpr 
will  be  found  willing  to  show  a  complete  statement 
of  the  bank's  holdings  to  any  valuable  depositor, 
aa  well  as  permit  him  to  look  over  the  list  of  bor- 
rowers. Of  course,  if  any  bank  would  not  permit 
liiis,  unless  there  should  be  some  good  reason  there- 
lor,  one  would  be  justified  in  withdrawing  his 
fiOooimt  and  placing  it  elsewhere. 

Relatitm  of  Deposits  to  Capital,  Surplus  and 
Undivided  Profits:  One  must  refer  to  the  bank's 
statement  for  this  third  feature.  Aside  from  the 
reason  above  su^ested,  a  depositor  refers  to  the 
statement  of  a  bank  in  order  to  ascertain  how  much 
a  loss  the  bank  can  stand  without  causing  the 
depositors  a  loss.  This  margin  of  safety,  so  to 
speak,  is  the  capital,  multiplied  by  two,  plus  the 
surplua  and  undivided  profits.  In  the  case  of  the 
statement  given  above,  the  capital  bemg  $50,000, 
the  surplus  $25,000,  and  the  undivided  profits 
being  $2,804.21,  this  bank  could  theoretically  sus- 
tain a  loss  of  $127,804.21  before  causing  a  loss  \a 
any  depositors.  "Theoretically"  because  possibly 
all  stockholders  would  not  be  able  to  pay  the  asess- 
ment,  and  probably  all  of  the  assets  could  not  be 
sold  at  their  book  value. 

With  the  same  character  of  management,  a  bank 
which  shows  the  greatest  margin  of  safety  figured 
in  the  above  way,  could  naturally  be  expected  to 
stand  the  greatest  percentage  of  loss,  and  thus  be 
said  to  be  in  the  strongest  position.  This  means 
that  with  the  deposits  the  same,  the  bank  with  the 
largest   capital,   surplus   and   undivided   profits   is 
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♦:iiji^4i  w« unl* V  »^Ii^  jK  inci«»r  pr"j***-^.    S*r».  ir^r^'-t^ 
r>  ;iirjr  <iM*-iftrH:iie  til*'  aCiLT  •Ji*'  ic  1.  ZiuiiL  ■fT.i^.-nieai: 

u'X  <i>**»7-ji«0Lfl5  JB  JoiT  irtT  iiiT  t:  -a**'-niiiii*  -ai* 
•iiii^  M?  ?.4tt4k  isioeik^  wLi'.^  if  li  -ninr^-^   ni5fr«rn 

"/b^  ;;n*^^>3^  V>  <io  iiijLJrt  er^ryict*  -!.-^    :i.»»-i.  soii 

Mt'.  w:j^si  oiijfTs  are  lAujiixt  Tui?  f*— cu:*  ••> 
V>:  WJ  ai'/fjiir  tiifr  lijM-:  ajjd  h  -ris?  cc-j  ±  Zrrtit 
»?;.>:  :I4^>  ttjjt  a  fs^-udent  of  fiTf^ar-J^cTAl  ■^:of:- 
*i/jfjfK  ^utid,  *'l  wjJl  jpve  a  ruk-  of  •iizi':  :■:  ::ij:w. 
x;^  .  l/^iv  t/fjii5  term  boods  wi«i  ;i-r  lirref::  X<?» 
V'/ft  \/MikUi$^  }jria**«  are  offering  «i:-:r:  :^r=i  i>x«<^ 
^/•i  J/»^y  K^^iirt  term  not«5  or  else  kavn-  y  :.ir  i:>;.oey 
'/f*  ^UffM/iii  in  the  bank  when  tL*^e  hv-i-i^t*  ar^ 
/^JC/^^  Oi^  Iftir^thw^  of  k>ng  term  bond-?."'  In  short. 
,ri  WM>«?t  UufUutf'Jtn  the  feeliog  of  the  oi-^munhy 
^^^ry/t  U?  i\f*\ftfti<\tid  ufxin  for  guidam^r.  When 
i^'^yft.jril^  a  (/arik^  however,  one  is  ja<tifie«i  in  cod- 
^tfUf'tuv^  iShit  UnftlUii^  of  the  community  nrli::ve  to 
i$ft  u$^iUtiiintf  Hful  it  i*  well  to  associate  ones  setf 
miU  iftAy  mu'h  \fSiiik»  Wi  Htand  well  in  the  com- 
wHfM,yf  mu\  m   which  all  citizens  have  absolute 

\u   ii/Mifiori    Ut   obtaining   information    on    this 
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i!2Fi::«!ir!=:Frc.;sw  Ixn  offers  the  same  tenis  a$  othmr 
b^zLk^.  and  oxitmaes  to  ^un  in  defNials^  usultr 
h^  xij>  nill  confideore  of  tbe  commanitT. 

There  i«w  faoverer.  anoithgr  HKtbod  of  judpnit 
the  ciKiSieiice  of  tbe  eommnnrty  beskk?  stiMtyinir 
tbe  re¥>:»rt:  that  k.  whether  or  noft  the  stock  selb 
at  a  price  approxmiatelT  equal  to  hs  book  vahie  v 
shown  on  the  statement.  In  the  above  statements 
as  the  sum  of  the  capitaL  sarphis.  and  umfirided 
profits  is  $77,801^1  or  about  156^  of  the  raiMtaL 
this  shows  that  the  book  vahie  of  the  stock  k  appras* 
imately  $156  per  share  and  in  the  c&^  in  question 
tbe  stock  sells  at  approximately  this  figure.  Tbefe 
i?,  however,  another  institution  with  which  the 
writer  is  well  acquainted  where  the  capital  is  S200.000 
and  the  surplus  and  undivided  profits  $100.00lX 
and  the  stock  sells  for  only  $110  per  share.  This 
cleariv  shows  that  in  the  latter  case,  the  institution 
has  not  the  confidence  of  the  c<Mnmunity,  for  if  the 
communitv  believed  that  the  statement  were  correct, 
none  of  this  stock  could  be  purchased  at  $110  per 
share.  Therefore,  when  picking  out  a  bank  in 
which  to  deposit,  it  is  well  to  obtain  from  the  officers 
the  bid  price  of  the  stock  and  compare  this  price 
with  tbe  book  value. 
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It  ia  apparent  that  there  are  in  this  c< 
over  100,000  clerks  directly  in  the  employ  of 
which  receive  money  on  deposit ;  if  stock  cxt 
firms,  bond  houses,  and  allied  institutions  a 
eluded,  there  must  be  about  250,000  enip 
who  are  indirectly  dependent  upon  general  ba 
This  means  that  over  1,000,000  people  ii 
country  are  dependent  for  their  livelihood 
the  good-will  of  our  nation's  10,000,000  bai 
positors.  An  appeal  to  the  depositors  to  give 
business  to  the  banks  may  well  be  supplcn 
by  an  appeal  to  these  1,000,000  people,  who 
ing  depends  thereon,  to  give  these  small  deposi 
square  deal. 

Small  Depositors  are  Entitled 
to  Encouragement. 

A  young  man  who  belongs  to  one  of  the  ver 
families  in  an  eastern  town,  who  is  a  gradu 
Harvard  University  and  has  all  of  the  "ear  n 
of  a  young  man  of  character,  education,  and  a 
plishments,  when  first  visiting  one  of  our  w 
cities,  found  it  absolutely  impossible  to  find  a 
institution  which  would  permit  him  to  open  a 
checking  account.  After  visiting  several  lar 
stitutions,  he  was  obliged  to  give  his  accoi 
a  small  new  bank  which  bad  only  recently  star 

This  small  new  bank  may  some  day  be  as 
and  influential  as  any,  but  it  would  seem  thi 
larger  institutions  in  that  city  are  following  i 
short-sighted  policy.  Of  course  there  is  no  i 
why  a  bulk  should  take  every  account  tl 
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brought  to  it,  as  doubtless  there  are  many  men 
who  would  take  advantage  of  a  bank  by  over-draw- 
ing their  account,  and  resort  to  other  illegitimate 
practices.  But  for  a  bank  to  refuse  a  depositor 
simply  because  they  do  not  already  know  him  is  a 
great  mistake.  When  a  young  man  brings  an 
account  to  a  bank,  if  the  bank  does  not  know  the 
young  man  and  if  he  is  not  properly  introduced,  it 
should  take  pains  to  look  up  the  young  man,  and  ^ 
of  good  character,  give  kirn  checking  facilities.  Of 
coufKe  many  bankers  will  reply,  "We  are  perfectly 
willing  that  any  young  man  should  open  a  savings 
account;  but  we  cannot  afford  to  let  him  draw 
checks  unless  we  know  him  and  his  balance  is 
attractive."  When  a  young  man  desires  to  draw 
checks  and  at  the  Bame  time  expects  interest — even 
at  so  low  a  rate  as  two  per  cent — ^a  bank  is  justified 
in  refusing  him  interest;  but  it  should  not  refuse  him 
the  accommodation  of  a  checking  account,  as  it 
should  encourage  the  use  of  checks  in  every  possible 
way.  It  is  all  right  for  a  bank  to  spend  money 
on  newspaper  advertisements,  calendars,  and  other 
souvenirs;  but  it  had  much  better  spend  this  money 
in  encouraging  young  men  to  open  checking  accounts 
and  acquire  the  "banking  habit." 

Although  banks  encourage  the  starting  of  small 
savings  accounts  when  they  will  not  encourage 
smaU  checking  accounts,  yet  the  average  bank 
employee  has  much  to  learn  regarding  how  to  treat 
small  savings  depositors.  The  two  things  most 
dreaded  by  many  a  boy  are  visits  to  the  dentist  and 
the  local  savings  bank.    He  is  often  abruptly  treated 
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and  visits  the  savings  bank  with  fear  and  tremblings 
to  deposit  a  few  dollars.  Although  this  may  be  a 
little  overdrawn,  yet  probably  most  readers  have 
had  the  same  unpleasant  feelings  during  their  early 
banking  experience.  Most  of  the  large  city  sav- 
ings banks  would  greatly  increase  their  efficiency 
and  usefulness  if  their  clerks  should  be  taught 
courtesy  and  gentleness,  as  are  the  clerks  of  a 
mercantile  store  which  is  subject  to  real  competi- 
tion. 

An  illustration  shows  this  condition  well.  A 
young  man  visited  a  large  Boston  savings  bank  on 
an  errand  in  connection  with  the  bank  account  of 
one  of  his  employees.  While  waiting  his  turn  at 
the  window,  he  was  astonished  at  the  abrupt  manner 
of  treatment  which  was  shown  to  small  depositors 
of  that  great  institution.  Instead  of  speaking 
a  word  of  encouragement  to  these  poor  people 
who  were  turning  in  savings  that  represented  to 
them  weeks  and  months  of  labor,  they  actually 
were  not  treated  with  common  decency.  Of  course 
this  does  not  apply  to  all  banks,  for  many  of  the 
younger  and  smaller  institutions  have  an  atmos- 
phere of  cordiality  and  hospitality;  but  this  does 
apply  to  a  very  large  number  of  institutions. 

Therefore,  the  men  who  are  in  any  way  con- 
nected with  our  nation's  great  banking  system 
should  remember  that  their  business  can  be  in- 
creased and  developed  by  a  pleasant  word  and  a 
cheerful  smile  just  the  same  as  the  business  of  any 
store  or  factory.  It  may  be  true  that  a  certain 
number  of  people  must  do  business  with  you  how- 
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ever  you  treat  them;  but  it  is  also  true  that  the 
deposita  of  yoiu-  institution  would  be  much  larger, 

and  the  number  of  depositors  greater,  if  you  strove 
harder  to  be  of  service  to  them  in  every  legitimate 
way  possible. 

Baiiks  Should  Advise  Regarding 
Investments 

Two  ways  of  soliciting  young  men's  accounts  by 
the  banks  are  here  given:  (1)  by  giving  good  checking 
facilities  and  (2)  by  seeing  that  their  institution  is 
in  a  position  to  give  financial  advice  to  any  depositor 
requesting  the  same.  Hero  is  the  great  difference 
between  the  large  foreign  institutions  and  our  own 
American  banks.  The  great  banks  of  France, 
Germany,  and  other  older  countries  serve  both  of 
these  functions.  They  act  as  a  place  for  the  accumu- 
lation of  savings;  but  in  addition,  they  aid  the 
depositors  in  the  investing  of  these  savings. 

In  the  case  of  the  real  French  savings  bank,  after 
about  $1,.500  has  been  deposited,  the  bank  officials 
are  required  by  law  to  purchase  a  SIOO  bond  for 
every  additional  SIOO  deposited,  and  to  place  said 
bond  in  an  envelope  and  mark  it  the  property  of 
said  depositor.  In  other  words,  the  French  peasant 
can  continually  bring  money  to  certain  French 
banks,  and  he  will  always  have  about  SI, 500  on 
deposit  and  the  balance  in  bonds  which  have  been 
purchased  for  him  by  the  ablest  French  financiers, 
which  bonds  are  iiis  own  property  and  are  being 
held  strictly  for  him.  Other  foreign  banks  do 
use  this  method,  but  systematically  make  offerings 
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of  securities  every  week  for  the  express  bene 
depositors  who  are  ready  to  make  outside  ir 
ments.  In  addition  to  advertising  these  offe: 
the  manager  of  each  bank  examines  hia  depos 
accounts  and  sends  special  letters  recommei 
the  purchase  of  the  bonds  to  all  depositors  i 
accounts  have  reached  a  certain  size.  In 
words,  they  "treat  every  depositor  as  they  \ 
the  depositors  should  treat  them,"  striving  si 
to  serve  the  best  interests  of  the  depositors,  b 
ing  that  eventually  this  policy  will  react  t( 
b^iefit  of  the  institution. 

When  the  New  York,  New  Haven  &  Hai 
Elailroad  Company's  $100  bonds  were  being  ol 
to  French  investors,  every  bank  throughout  F 
interested  in  this  syndicate  had  a  large  pL 
of  about  30  X  20  inches,  with  the  advertise 
printed  thereon,  pasted  on  its  plate  glass  win 
and  hung  by  the  receiving  windows.  How  diff 
this  method  was  from  the  method  employed  b 
American  banks.  For  mstance,  when  New  K 
bonds  are  offered  in  this  country,  they  are 
made  only  in  denominations  of  $1,000,  whi 
beytrndtheFBHchofaa  ordinary  man;  and  then 
ft  few  offerings,  marked  "confidential,"  are  ir 
to  the  various  larger  banks  telling  about  the 
In  fact,  every  effort  is  made  in  this  country  t 
the  issue  before  makit^  any  public  announce 
which  can  be  seen  by  the  small  investor. 
result  of  this  is  that  when  the  issue  is  finally  a 
tised  in  the  daily  papers,  and  it  is  stated  that 
subscription  books  will  be  open  this  momii 
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10  o'clock  and  remain  open  for  three  days,"  a  reading 
notice  is  found  among  the  financial  items  stating 
that  the  "bonds  have  been  over-subscribed  and  the 
subscription  books  were  closed  immediately  after 
opening,"  which  means  that  the  small  investor 
who  desires  to  purchase  a  thousand  dollar  bond 
must  pay  three  profits,  viz.; — the  underwriter's 
the  banker's  commission,  and  in  addi- 
tion a  profit  to  the  speculators  and  various  other 
"friends"  who  purchased  the  bonds  at  private  sale 
juHt  before  the  opening  of  the  subscription  books. 

Now  there  is  no  doubt  but  that  American  bank- 
ers know  their  business  and  need  no  suggestions 
from  outsiders  who  are  interested  simply  in  the 
small  investors,  but  if  this  road  had  issued  its 
bonds  in  denominations  of  ¥100  and  had  hung 
placards,  offering  these  bonds  for  sale,  near  the 
ticket  windows  of  350  of  its  ticket  officps  or  in  the 
windows  of  350  banks  along  the  line  of  its  rail- 
road, the  bonds  would  have  been  sold  as  quickly  aa 
was  the  case  by  posting  these  same  placards  on  the 
windows  of  350  banks  in  France. 

In  other  words,  there  is  a  great  opportunity  for 
the  banks  of  this  country  to  take  investors  into 
their  confidence  and  have  them  learn  that  the  banks 
are  truly  interested  in  their  welfare,  in  the  same 
way  that  the  French  peasants  believe  their  banks 
to  be  interested  in  them.  Probably  the  American 
banks  feel  that  if  they  recommended  and  sold 
investments,  the  money  used  to  pay  for  the  same 
would  be  withdrawn  from  their  institutions;  but 
will  it  not  be  withdrawn  eventually  anyway? 
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it  not  much  better  to  sell  depositors  somethinK ' 
is  sound  (and  in  addition  to  receiving  a 
thereon,  to  prevent  said  depositore  from  m 
unnecessary  losses)  than  to  have  them  u» 
money  to  buy  some  worthless  mining,  oil,  oi 
estate  stocks?  Moreover,  in  refusing  to  give 
study  to  the  subject  of  investments  and  bu 
conditions  in  general,  many  American  bank 
offending  not  only  the  small  investors,  but  the 
investors  as  well. 

How  Many  Depositors  are  Offende 

For  instance,  a  client  of  the  writer's  rei 
received  a  check  of  several  million  dollars  froi 
of  the  largest  steel  corporations  for  ore  lands 
he  owned.  Thia  man  had  simply  been  the  i 
of  land  all  his  life,  and  although  one  of  the 
informed  men  in  America  on  iron  ore  prop 
he  knew  absolutely  nothing  regarding  stocks 
bonds.  Therefore,  upon  receipt  of  this  che 
Uterally  did  not  know  what  to  do  with  it,  exci 
divide  it  among  a  half-dozen  of  the  largest  ba: 
his  city  pending  further  investment.  To  hci 
man  relate  his  experiences  with  these  banks  ' 
truly  make  a  story  in  itself,  but  the  upshot  t 
matter  is  as  follows: 

Being  lai^Iy  a  student  by  nature,  he  deten 
to  study  investments  and  fundamental  bu 
conditions  in  the  same  systematic  manner 
had  previously  studied  geol(^y  and  chemistrj 
he  started  out  by  visiting  these  banks  and  i 
the  opinion  of  their  officers  as  to  what  they  ' 
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advise  for  investment.  Without  exception,  as  this 
man  relates  his  story,  these  banks  absolutely  re- 
fused to  give  him  any  concrete  information  what- 
ever. Of  course,  being  such  a  large  depositor, 
they  treated  him  with  profound  respect,  inviting 
him  into  their  private  oflSces,  and  in  some  instances 
the  cashier  invited  him  to  lunch  in  order  "to  talk 
over  the  matter";  but  these  bank  officials  absolutely 
refused  to  commit  themselves  in  any  way. 

When  relating  this  story,  the  man  was  so  indignant 
that  he  insisted  that  these  bank  officials  either 
were  too  ignorant  to  be  operating  the  institutions, 
or  else  they  refused  him  information  fearing  that, 
if  they  advised  the  purchase  of  any  securities,  he 
would  withdraw  the  money  from  their  banks  in 
order  to  purchase  said  securities.  At  least,  he 
interpreted  their  talk  in  the  latter  way,  and  although 
he  did  not  buy  any  securities  at  that  time,  he  with- 
drew the  money  from  all  of  these  local  banks,  and 
deposited  it  in  some  large  banks  of  a  distant  city 
with  the  officers  of  which  he  had  no  personal  ac- 
quaintance whatsoever. 

Now,  if  one  of  these  local  banks  in  which  this  i 

man  had  first  deposited  the  money,  had  striven  to  /I 

truly  help  him  in  the  investment  thereof  instead  of 
losing  his  deposits,  this  wealthy  man  would  have 
become  a  most  valuable  asset  for  the  institution,  as 
the  income  account  alone  of  a  man  with  millions 
of  dollars  in  personal  property  is  greatly  to  be 
envied  by  any  commercial  bank.  All  of  these 
banks,  however,  utterly  failed  in  their  purpose. 

This  man  succeeded  in  obtaining  real  informa- 
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tion  only  when  he  came  in  touch  with  a  large  bond 
house  of  national  reputation  with  offices  in  Chicago. 
Here  he  found  an  employee,  who,  as  a  last  resort, 
told  him  of  an  instruction  course  which  is  operated 
for  the  benefit  of  bond  salesmen  and  investors, 
and  although  this  man  is  now  over  sixty  years  old, 
he  studied  this  course  with  the  same  energy  and 
seriousness  as  is  being  exhibited  by  the  young 
college  graduates  who  are  just  entering  the  bond 
or  investment  business.  Sufficient  is  it  to  say, 
that  as  this  man  gradually  has  invested  his 
money,  this  bond  salesman  who,  instead  of  trying 
to  '4and  him"  with  some  securities  in  which  he 
could  make  a  good  profit,  was  willing  to  really 
help  him,  has  found  a  most  valuable  customer. 

It  is,  therefore,  evident  that  the  men  employed 
by  our  nation's  financial  institutions  should  be 
better  informed  and  more  affable,  and  should  es- 
pecially study  financial  matters,  thus  becoming 
posted  on  mercantile,  monetary  and  investment 
conditions.  They  should  study  fundamental  subjects 
such  as  failures,  foreign  trade,  immigration,  gold 
movements,  and  learn  how  these  subjects  afifect  the 
business  of  their  depositors.  They  should  keep  in 
touch  with  the  nation's  crops,  its  mining  and  manu- 
facturing industries  in  order  to  be  of  aid  to  the  mer- 
chants of  their  towns,  and  show  them  the  parts  of  the 
country  in  which  they  should  contract  their  selling 
efforts  and  where  they  should  push  out  for  more 
business.  They  should  study  the  New  York  Bank 
Statement  and  the  Comptroller's  Reports  and  learn 
how  to  anticipate  changes  in  money  rates  in  order 
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■to  be  of  service  to  their  borrowers,  showing  them 
when  to  expand  or  extend  their  credits,  and  when 
to  pay  up  their  loans  and  harbor  their  reserves. 
They  should  remember  that  they  are  something 
besides  mechanical  cash  registers,  to  stand  up  to  the 
window  like  machines  and  receive  and  pass  out 
money;  rather  remember  that  they  have  a  great 
function  to  perform  in  the  community,  the  function 
of  guiding  their  depositors  in  their  fundamental 
mercantile,  monetary,  and  investment  policies. 

The  Two  Main  Functions  of  Banking 

A  word  to  the  officers  and  directors  of  the  thirty 
thousand  banks:  Banks  have  two  distinct  fmic- 
tdons:  (1)  Aiding  in  the  ci'eation  and  operation  of 
transportation,  industrial,  and  commercial  enter- 
prises by  providing  the  capital  therefor.  (2) 
Regulating  the  number  and  growth  of  such  enter- 
prises by  conscientiously  increasing  or  contracting 
this  supply  of  capital. 

The  first  function  is  performed  by  collecting 
money  from  a  large  number  of  people,  known  as 
"depositors,"  and  loaning  the  same  for  definite 
periods  by  purchasing  therewith  commercial  paper 
and  other  securities  such  as  most  depositors  would 
be  unable  to  do  independently.  The  second  func- 
tion is  performed  by  varying  the  amount  of  cash 
and  securities  held;  for  instance,  during  periods  of 
panic  or  depression,  when  most  individuals  with- 
draw money  from  useful  channels  and  withhold 
cash,  it  is  a  bank's  duty  to  give  out  all  cash  possible 
by  purchasing  such  good  commercial  paper  and 
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high  grade  securities  as  are  selling  below  their  true 
value.  On  the  other  hand,  during  periods  of  great 
prosperity,  it  is  a  conservative  bank's  duty  to  dis- 
pose of  a  large  portion  of  this  commercial  paper 
and  these  other  securities,  storing  up  large  cash 
reserves  pending  the  next  period  of  money  strin- 
gency and  panic  conditions. 

In  this  way  such  banks  not  only  perform  a  great 
service,  both  to  depositors  and  borrowers,  by  com- 
bining small  sums  and  loaning  them  in  safe  and 
profitable  channels,  but  also  act  as  great  regulators 
and  ^'storage  basins"  for  the  entire  business  com- 
munity. Such  banks  store  cash  during  periods  of 
great  prosperity,  when  the  public  is  willing  to  loan 
anybody  and  buy  anything,  and  then  give  out  such 
cash  during  periods  of  depression  when  the  public 
refuses  to  loan  solvent  borrowers  or  to  purchase 
even  the  highest  grade  securities.  Moreover,  for 
performing  these  two  functions,  such  banks  receive 
a  twofold  reward;  namely,  the  market  rate  of  interest 
on  the  loans  and  securities  held,  and  also  every  few 
years  a  large  profit  on  the  purchase  and  sale  of  money, 
so  to  speak.  Moreover,  banks  which  do  not  fulfill 
these  two  functions  not  only  fail  to  fully  serve  their 
true  purpose  in  the  community,  but  also  make  very 
much  smaller  profits  and  assume  much  greater 
risks. 

Many  banks  have  heretofore  failed  to  perform  this 
second  function  owing  to  their  inability  to  obtain  the 
necessary  statistics  for  correctly  judging  the  trend  of 
conditions;  but  any  bank  can  now  readily  obtain  such 
statistics  if  its  officers  will  take  the  trouble. 
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When  selecting  a  bank  in  which  to  deposit,  the 
small  investor  should  select  such  institutions  as  are 
operated  by  men  best  combining  highest  character 
and  soundest  judgment.  In  other  words,  the  small 
investor  should  associate  himself  with  the  banks 
which  stand  for  righteousness  and  conservatism, 
and  yet  encourage  the  small  depositor  as  well  as 
the  large,  banks  whose  officers  study  investment 
securities  and  are  willing  to  give  out  their  knowl- 
edge to  help  others;  and  above  all,  banks  whose 
officers  are  students  of  imderiying  conditions  and 
are  guiding  their  institutions  with  the  above  men- 
tioned twofold  purposes  in  view.  In  short,  look 
well  to  the  character  and  general  fitness  of  the  men 
who  actually  control  the  institutions  insisting  on 
the  highest  standard  of  honesty,  morality,  judg- 
ment and  broad-mindedness. 
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CHAPTER  III 

SUGGESTIONS  FOR  INVESTORS 

Fundamental  Principles 

THREE  fundamental  principles  which  have 
served  as  the  foundation  for  the  building 
of  America's  greatest  fortunes  may  be 
emphasized  here,  but  before  discussing  these,  the 
four  distinct  forms  of  "investing*^  which  exist  in 
every  community  today  should  be  understood. 

To  Which  Class  Do  You  Belong? 

(1)  Those  who  buy  stocks  on  a  margin  today 
with  the  idea  of  selling  them  again  within  a  few  days 
at  a  profit.  Why  these  men  buy  and  why  they 
sell  is  beyond  human  knowledge.  They  know  very 
little  about  the  properties;  they  know  practically 
nothing  about  the  technical  condition  of  the  market; 
and  they  are  absolutely  void  of  any  knowledge  of 
fundamental  conditions.  In  most  cases,  they 
simply  have  a  sort  of  mania  for  trading  in  stocks, 
and  consequently  buy  and  sell  practically  with 
their  eyes  shut  and  depending  solely  upon  chance. 
All  of  these  men  can  be  classified  as  gamblers, 
although  this  class  includes  a  very  large  number  of 
people.  Sufficient  it  is  to  say  that,  gbx^erally  speak- 
ing, not  a  person  has  ever  followed  this  trading  for 
any  length  of  time  and  made  money;  while  the 
names  of  hundreds  can  be  obtained  whom  such  a 
habit  has  ruined  financially,  physically,  and  morally. 
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K2)  To  go  a  step  further  in  the  sifting,  we  come 
(  the  men  who  buy  slocks  today  with  the  idea  of 
Wling  them  a  month  or  so  hence.  These  men  are 
usually  intelligent  and  men  of  means.  They  do 
not  give  much  attention  to  the  study  of  separate 
properties;  but  they  do  consider  carefully  the 
technical  condition  of  the  market,  and  endeavor  by 
a  study  of  the  transactions  of  the  New  York  Stock 
Exchange,  as  shown  by  the  tape  each  day,  to  ascer- 
tain what  the  "insiders"  are  endeavoring  to  do, 
BJid  whether  or  not  the  market  is  over-aold  or  over- 
bought or  in  statu  guo.  Although  these  men  often 
lose,  they  nevertheless  have  a  distinct  advantage 
over  the  ordinary  traders  of  the  class  above  men- 
tioned, and  cannot  be  technically  called  gamblers; 
but  ratlier  constitute  a  class  of  intelligent  speculators. 
Although  it  is  not  to  be  recommended  that  anyone 
attempt  to  join  this  class,  as  the  risks  are  far  too 
great,  yet  some  of  these  men  perform  a  function  in 
steadying  conditions,  and  are  entitled  to  as  much 
respect  as  the  speculator  in  real  estate  or  some 
commodity. 

(3)  Another  sifting  brings  ue  to  the  third  grade, 
.namely:  the  men  who  buy  outright  high-grade  securi- 
ties, mainly  for  their  interest  yield,  but  also  for  a 
profit  on  tkeif'^sales.  These  are  the  men  who  went 
into  the  market  in  1903,  purchasing  large  quantities 
of  securities,  and  who  held  these  securities  for  about 
three  years,  when  they  sold  out  at  a  very  large  profit. 
Upon  liquidating  in  1906,  these  men  deposited  a 
part  of  the  money  in  banks;  but  invested  largely 
in  commnrcial  paper  and  in  short  term  notes  matur- 
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ing  in  one  or  two  years.  Then  in  the  winter  of  1907- 
08)  they  again  purchased  outright,  at  an  average 
decline  in  price  of  about  40%,  the  same  high-grade 
securities  which  they  sold  in  1906.  These  securities 
they  held  through  1908-09  until  the  early  part  of 
1910,  when  they  again  sold  them  at  a  huge  profit 
and  again  invested  the  money  in  short  term  notes 
and  commercial  paper.  This  same  process  they  are 
again  repeating.  There  is  no  great  secret  in  this 
method  of  investing,  but  it  cannot  be  practised 
successfully  unless  one  is  willing  to  study  the  sub- 
ject of  investments. 

As  an  illustration  of  how  these  men  have  safely 
acquired  great  fortunes,  it  is  only  necessary  to  say 
that  $2,500  invested  about  fifty  years  ago,  in  the 
ten  most  conservative  stocks  of  that  day  such  as 
Lackawanna,  Illinois  Central,  New  York  Central, 
etc.,  (which,  moreover,  were  then  selling  almost  as 
high  as  in  1907),  would  now  amount  to  $1,500,000, 
if  said  stocks  had  been  bought  and  sold  in  accord- 
ance with  the  above.  Said,  investor  could  also  have 
confined  his  investments  strictly  to  ten  high-grade 
securities — ^without  borrowing  or  buying  on  margin — 
and,  moreover,  would  have  bought  and  sold  only 
eight  times,  making  a  total  of  only  sixteen  trans- 
actions with  an  .average  of  about  three  years  apart. 

Moreover,  if  this  illustration  were  based  on  high- 
est and  lowest  prices,  or  if  intermediate  movements 
were  considered,  or  if  less  conservative  stocks  were 
purchased,  the  result  might  be  made  much  larger. 
Our  illustration  eliminates  all  risk,  chance,  and 
extraordinary    conditions,    and   shows    only   what 
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any  person  in  this  third  class  with  $2,500  can, 
without  any  risk,  accumulate  in  a  comparatively 
few  years,  by  simply  studying  fundamental  condi- 
tions. 

The  men  of  this  class  comprise  the  successful 
and  bona  fide  investors  of  the  world  today,  and 
may  be  found  in  all  the  large  centers  of  this  country, 
as  well  as  in  London,  Paris,  Amsterdam,  Frank- 
fort, and  other  cities.  These  are  the  men  who  buy 
outright  the  highest  grade  securities,  and  who 
know  when  to  buy  and  when  to  sell  by  a  study  of 
fundamental  conditions. 

(4)  One,  however,  must  walk  before  running 
and  creep  before  walking,  and  therefore  there  is  a 
fourth  class  who  likewise  buy  outrigfU  orily  high- 
grade  securities,  but  who  buy  them  simply  for  per- 
manent investment.  These  are  the  people  who  give 
no  thought  to  the  study  of  fundamental  conditions, 
and  are  interested  simply  in  obtaining  as  large  an 
annual  net  income  as  possible  and  at  the  same  time 
protecting  their  principal.  This  class  consumes  the 
output  of  large  issues  of  inactive  bonds  which  are 
continually  being  placed  on  the  market.  It  is  this 
class  which  the  salesman  of  the  modem  bond  house 
seeks  to  interest  in  his  wares.  It  is  this  class 
which  furnishes  the  great  financial  strength  to  the 
industries  of  our  nation,  carrying  as  they  do  the 
huge  funded  debt  of  our  government,  our  munici- 
palities, our  railroads,  and  industrial  corporations. 

Nevertheless,    this    class    cannot    correctly    be 

termed  "investors"  unless  the  term  is  quahfied  by 

I  the    word    "permanent."      They    are    tecbnicKlly 
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simply  the  savers  of  moneys  k(*<»pinj5  it  in  hand  till 
their  poeketbooks  are  full,  th(»n  depositing  it  in  a 
bank  and  buj'ing  securities  with  the  surplus.  Al- 
though we  all  should  hope  to  some  day  be  counted 
among  the  investors  of  the  third  class  above  men- 
tioned, yet  we  must  first  belong  to  this  fourth  class, 
as  the  saving  of  money  and  the  acquiring  of  a  small 
capital  is  the  first  requisite  of  success. 

Buy  Only  the  Best  Securities 

The  first  principle  which  those  who  aspire  to  be 
investors  should  remember  is  that  all  purchases 
should  be  confined  absolutely  to  safe  investments. 
In  a  talk  with  a  New  York  bank  man  who  is  con- 
nected with  one  of  the  largest  trust  companies  and 
is  in  a  position  to  know  the  results  attained  on  all 
classes  of  investments,  he  said  that  it  was  absolutely 
impossible  for  a  permanent  investor  to  obtain  with 
safety  over  a  long  period  of  years,  more  than  five 
per  cent  interest.  He  stated  that  a  number  of  funds 
passed  through  his  hands;  some  were  invested  in 
speculative  mining  stocks,  paying  from  ten  to 
twenty  per  cent  per  annum;  other  funds  were  in- 
vested in  industrial  stocks,  paying  from  seven  to 
twelve  per  cent  per  annum;  other  funds  were  in- 
vested in  bonds  of  new  companies,  paying  around 
six  per  cent  per  annum;  and  other  funds  investd 
in  seasoned  bonds  of  established  companies,  paying 
from  four  to  five  per  cent  per  annum.  Then  he 
remarked  that  the  final  net  income  of  all  of  these 
funds  was  practically  the  same,  namely:  about 
four  and  one-half  per  cent.     This  is  because  the 
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puy  Whenever  You  Have  the  Money 

Pntil  the  investor  has  accumulated  a  sufficient 
amount  of  money  and  training,  and  is  able  to  spend 
a  reasonable  amount  of  time  and  money  in  study, 
it  is  unwise  for  him  to  give  much  attention  to  price 
movements.  Many  men,  inexperienced  in  the  in- 
vestment of  money,  follow  the  quotations  until  they 
aee  by  the  daily  papers  that  a  panic  exists,  that 
banks  are  closing,  great  corporations  failing  and 
stocks  very  low,  believing  that  at  such  a  time  they 
will  heavily  invest.  Others  believe  that  it  is  a 
simple  matter  to  buy  securities  today  and  hold 
them  until  their  country  is  bounding  in  great  pros- 
perity, with  tremendous  crops,  tremendous  railroad 
earnings  and  general  boomii^  trade  throughout  the 
land,  when  they  will  sell  these  stocks. 

Theoretically  this  is  very  good;  but  practically 
all  investors  of  the  fourth  class  who  are  waiting  for 
this  panic  to  come  before  purchasing,  are  among 
the  most  panic-stricken  when  the  time  arrives, 
and  would  be  unwilling  to  buy  United  States  govern- 
ment bonds  at  fifty  cents  on  the  dollar  if  they  had 
the  opportunity.  Moreover,  when  the  period  of 
prosperity  comes,  during  which  tune  they  should 
liquidate,  they  will  feel  that  there  is  a  still  greater 
period  of  prosperity  coming  and,  instead  of  selling, 
they  will  probably  buy  more  securities  at  that  time. 
In  other  words,  for  anyone  who  is  not  fortified  by 
a  personal  knowledge  of  the  exact  fundamental 
conditions,  to  take  advantage  of  these  great  price 
movements  is  almost  an  impossibility.     As  to  the 
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reaflon  for  this,  one  must  refer  to  psycholoftista  ftf 
an  answer.  Not  only  are  the  pKyt-boloKieal  Um 
against  such  uninformed  men,  but  all  our  tratniof 
and  tiereditary  instinrt  causes  us  to  follow  mibui 
ot  to  lead.  It  is  almost  as  difficult  for  the  untraiiwi 
man  to  buy  stocks  when  everyonp  else  is  selling,  v 
it  was  to  be  a  Christian  in  the  days  of  Nero.  In 
our  dress,  our  food,  our  mode  of  travel,  our  sportf, 
and  in  all  our  habits  we  are  almost  forced  to  folio* 
the  customs  as  did  our  fathers,  grandfathers,  ami 
other  ancestors  for  scores  of  generations  back. 
Therefore,  whatever  one's  resolves  may 
fortified  by  a  definite,  constant  study  of  funi 
conditions — ^he  will  be  found  buyinR  when  ev^jr. 
else  is  buying,  namely:  at  the  very  top,  and 
when  every  one  else  is  selling,  namely,  at 
bottom. 

The  only  safe  method  for  the  investor 
or  three  thousand  dollars  is  to  ignore  price 
ments  and   simply  invest  in  the  outright  po* 
of  good  seasoned  bonds  whenever  he  has  idle  i 
and  if  possible  at  regular  intervals.     There  is 
trying  to  overcome  in  a  few  years  a  trait  wY 
been  inherited  from  twenty  generations, 
those  who  invest  in  this  way  at  regular 
obtain  their  securities  at  fair  average  pi 
long  run.     Sometimes  such  persons  buj 
when  they  are  high  and  other  times  whe 
cheap;  but  in  the  long  run,  it  averages  u 

One  more  fact  on  this  point  is  that 
formed  investors  are  always  equally  di 
whether  prices  are  high  or  low.     Thi 
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fundamental  conditions  show  plainly  that  securities 
should  be  either  bought  or  sold,  the  small  investors 
are  equally  divided  in  their  own  mind,  about  one- 
half  of  them  itching  to  buy  something  and  about 
one-half  itching  to  sell  something. 

Conclusion 

The  French  peasants  best  illustrate  this  fourth 
class  and  it  is  due  to  them  that  France  is  so  very 
strong  financially  today.  The  French  people  do 
not  trade  in  stocks  as  do  the  Americans,  and  they 
very  much  dislike  our  gambling  spirit.  They  are 
very  thrifty  and  although  they  will  not  borrow  to 
buy-~-yet  they  always  buy  a  bond  as  soon  as  they 
save  one  hundred  dollars. 

Aa  hour  spent  in  the  Safe  Deposit  Vaults  of  the 
Credit  Lyonnaise  in  Paris,  which  is  probably  the 
largest  of  its  class  in  the  world,  gives  an  excellent 
opportunity  of  mingling  with  the  people  and  affords 
a  most  impressive  sight.  Once  in  a  while  a  person 
of  apparent  wealth  comes  in;  but  most  of  them 
are  apparently  in  very  humble  circumstances. 

There  are  scores  of  men  in  their  overalls,  and 
market  women  with  shawls  tied  about  their  heads, 
and  even  the  street  sweepers  have  their  boxes  with 
one  or  more  bonds.  One  instance  is  known  where 
a  man  actually  stood  his  broom  up  by  the  side  of 
the  table  as  he  cut  the  coupons  from  some  Russian 
bonds  he  owned. 

It  is  of  course  impossible  to  give  a  separate  room 
for  the  use  of  each  person  when  cutting  off  these 
coupons,  as  is  done  in  this  country.     The  rooms 
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through  bard  work,  study,  and  systematic  saving, 
a  necessary  amount  of  capitFil  and  experience. 
Moreover,  in  order  to  acquire  his  first  capital  and 
experience,  so  as  to  erect  bis  fortune,  be  must  build 
the  foundation  on  these  three  fundamental  prin- 
ciples herein  emphasized,  following  the  French 
peasant  as  closely  as  possible. 

In  fact,  if  there  were  a  way  of  always  knowing 
what  these  peasants  are  buymg  it  would  be  a  very 
good  rule  for  Americans  to  do  likewise.  Of  course, 
the  fact  that  a  stock  is  listed  in  Paris  or  bonds  are 
"being  offered  abroad,"  is  no  reason  that  the 
French  wiU  be  tempted  thereby,  as  such  a  listing 
in  Paris  may  be  simply  for  the  purpose  of  interest- 
ing Americans  on  this  side.  When,  however,  one 
knows  that  some  issues  hke  the  Pennsylvania  R.R. 
are  actually  being  purchased  by  these  French  peas- 
ants, Americans  can  make  no  mistake  in  placing 
their  savings  in  the  same  securities.  At  first  thought 
tills  seems  a  curious  statement  to  make;  but  we 
go  to  Paris  to  study  art,  and  to  Germany  to  study 
medicine  and  to  Italy  to  study  music:  Therefore, 
why  not  learn  the  art  of  the  saving  and  the  perma- 
nent investing  of  money  from  the  French,  since 
they  are  the  world's  greatest  exponents  of  the  three 
fundamental  principles  herein  mentioned. 


CHAPTER  IV 

THE  INVESTOR'S  VOCABULARY 

Ten  Words,  The  Meanings  of  Which 
Should  Be  Thoroughly  Understood 
;^  by  Every  Investor 

WHENEVER  a  large  bond  issue  is  publicly 
offered  for  sale  in  the  leading  newspapers 
and  magazines,  brokers  are  always  asked 
certain  questions  relative  to  the  meaning  of  various 
phrases  used  in  their  advertisements.  A  large 
number  of  advertisements  of  leading  issues  have 
been  accumulated,  and  the  various  phrases  assorted 
in  order  to  select  those  most  generally  used,  al- 
though commonly  misunderstood  by  many  invest- 
ors. The  result  of  this  work  has  been  the  selection 
of  ten  phrases  which  in  a  way  explain  ten  charac- 
teristics of  bond  issues,  all  of  which  are  herewith 
briefly  described. 

The  bond  houses,  when  preparing  advertisements, 
should  give  more  attention  to  the  small  investor  and 
prepare  the  copy  of  their  advertisements  with  him 
more  in  mind.  It  is  true  that  these  advertisements 
are  readily  comprehended  by  the  trained  banker 
and  large  investor;  but  many  of  them  are  almost 
incomprehensible  to  the  investor  who  is  unac- 
quainted with  the  technical  phrases  and  terms  em- 
ployed. As  the  great  need  to-day  of  our  corpora- 
tions and  bankers  is  to  extend  the  market  for  bonds 
among  the  small  investors,  it  is  especially  desirable 
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that  this  suggestion  Ijc  given  most  careful  attention 
at  this  time. 

The  Principal  of  a  Bond 

All  bonds  ai^e  divided  into  two  main  divisions, 
namely,  coupon  bonds  and-  registered  bonds.  A 
coupon  bond  consists  of  two  parts,  the  principal  and 
the  coupona.  Usually  it  is  made  up  of  two  sheets 
of  paper  bound  together,  one  sheet  containing  the 
note  or  written  obligation  which  represents  the 
principal,  and  the  other  sheet  is  made  up  of  cou- 
pons. A  registered  bond,  moreover,  is  simply  the  " 
above  described  without  the  coupons;  that  is,  a 
registeret!  bond  consists  of  the  sheet  for  the  prin- 
cipal, 60  to  speak,  which  in  such  a  case  is  known  as 
a  certificate. 

The  "principal"  of  a  bond  is  in  reality  a  "prom- 
ise to  pay,"  and  corresponds  with  the  note  which  a 
man  gives  with  a  mortgage.  This  note  usually  is 
for  $1,000  and  mentions  that  the  security  of  this 
not«  and  a  certain  number  of  similar  notes,  amount- 
ing in  the  aggregate  to  so  many  thousand  dollars, 
has  been  secured  by  a  mortgage  on  a  certain  prop- 
erty to  a  certain  trust  company  as  trustee. 

The  theory  of  the  principal  of  a  bond,  so  to  speak, 
is  that  if  one  should  cut  off  the  coupona  from  a 
bond  due  April  1,  1934,  and  then  lose  the  "princi- 
pal"— that  is,  the  certificate  containing  the  note — 
the  finder  of  this  "principal"  could  collect  no  interest, 
and  in  fact  could  do  nothing  with  said  "principal" 
until  April  1,  1934,  when  he  could  collect  $1,000. 
The  following  is  a  copy  of  the  principal  a 

the  first  sheet  of  a  well  known  railway  bond. 
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Copy  of  the  "Face''  of  a  Bond 

I  THE RAILWAY  COMPANY 

'.  No.  First  and  Refunding  Mortgage  Gold  No. 

\  Bond  Interest  Four  Per  Cent  

'":  Per  Annum. 

I  The Railway  Company,  hereinafter  called  the 

i  "Railway  Company,"  for  value  received,  hereby  pronuaes 

to  pay  the  bearer,  or  if  registered,  to  the  registered  holder  of 
this  bond,  the  sum  of  ONE  THOUSAND  DOLLARS  in 
gold  coin  of  the  United  States  of  America,  or  equal  to  the 
present  standard  of  weight  and  fineness,  on  the  first  day 
of  April  in  the  year  One  Thousand  Nine  Hundred  and  Thirty- 
four,  at  its  office  or  agency  in  the  city  of  New  York,  and  to 
pay  interest  thereon,  from  the  first  day  of  April,  A.  D.  1904, 
at  the  rate  of  four  per  cent  per  annum,  payable  semi-annually 
at  said  office  or  agency  in  like  gold  coin  on  the  first  day  of 
April  and  October  in  each  year  until  the  payment  of  said 
principal  sum  and  until  the  presentation  and  surrender  of 
the  interest  coupons  hereto  annexed  as  thoy  severally  mature. 
Both  the  principal  and  the  interest  of  this  bond  are  payable 
without  deduction  for  any  tax  or  taxes  which  the  Railway 
Company  may  be  required  to  pay  or  to  retain  therefrom 
under  any  present  or  future  law  of  the  United  States  of 
America,  or  of  any  state,  county  or  municipality  therein, 
the  payment  of  which  tax  or  taxes  the  Railway  Company 
hereby  assumes.  This  loan  is  one  of  a  series  of  coupon  bonds 
and  registered  bonds  known  as  ''First  and  Refunding  Mort- 
gage Gold  Bonds"  of  the  Railway  Company,  authorized  to 
be  issued  to  an  amount  not  exceeding  in  the  aggregate,  the 
principal  sum  of  one  hundred  and  sixty-three  million  dollars 
at  any  one  time  outstanding. 

All  of  said  bonds  have  been  or  are  to  be  issued,  and  are  or 
are  to  be  equally  secured  by  a  mortgage  and  deed  of  trust 
dated  April  1,  A.  D.  1904,  executed  by  the  Railway  Company 

to  the Trust  Company  of  New  York  and 

of ,  as  Trustee,  to  which  mortgage  and  deed 

of  trust,  reference  is  made  for  description  of  the  properties 
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and  franchises  mortgaged  and  pledged  in  the  nature  and 
pxl.cnt  of  the  security,  and-the  rights  of  (he  holders  of  said 
boniJa  under  the  same,  and  the  terms  and  conditions  upon 
whieh  said  bonds  are  issued  and  secured.  This  bond  shall 
pass  by  delivery  unless  registered  in  the  owner's  name  in 
the  books  of  the  Railway  Company,  auch  registry  being 
noted  on  the  bond  by  the  Railway  Company.  After  such 
re^stration  no  transfer  shall  be  valid  unless  made  in  Buch 
books,  and  by  the  registered  holder  in  person,  or  by  his  at- 
torney duly  authorized  in  writing,  and  similarly  noted  on 
the  bond,  but  the  same  may  be  discharged  from  registry  by 
being  in  like  manner  transferred  to  bearer,  after  which  it 
shall  bi!  transferable  by  delivery,  but  this  bond  may  again, 
from  time  to  time,  be  registered  or  transferred  as  before. 
Such  i^iHtration,  liowever,  shall  not  affect  the  negotiability 
of  the  coupons,  but  shall  continue  to  be  transferable  by 
deUvery.  The  holder  thereof,  at  his  option,  may  surrender 
this  bond,  with  all  unmatured  coupons  attached,  for  cwUcc- 
tion  and  exchange,  for  a  registered  bond  without  coupons,  and 
such  repstered  bond  may  hereafter  be  re-exchanged  for  a 
coupon  bond  as  provided  in  said  mortgage  and  deed.    The 

coupon  bonds  are  numbered  consecutively  from  1  to 

inclusive  of  the  coupon  bonds,  so  numbered  that  there  shall 
always  rem^n  unissued  an  aggregate  face  amount  equal  to 
the  aggregate  face  amount  of  the  outstanding  r^jst^red 
bonds  of  this  issue.  Ea<;h  registered  bond  shall  have  endorsed 
thereon  the  serial  number  or  numbers  of  coupon  bonds  re- 
maining unissued  on  account  of  such  registered  bond,  and 
on  surrender  of  any  registered  bond  for  cancellation  and  ex- 
change for  a  coupon  bond  or  bonds,  the  coupon  bond  or 
bonds  issued  in  excliange  therefor  shall  bear  the  serial  number 
or  numbers  so  endorsed  on  the  registered  bond.  Thn  bonds 
of  this  issue  are  subject  to  redemption  at  the  option  of  the 
Railway  Company  at  105  and  accrued  interest  on  or  at  any 
time  prior  to  April  1,  191 — ,  on  six  days'  previous  notice  as 
provided  in  said  mortgage  and  deed  of  trust.  No  recourse 
shall  be  had  for  the  pajTncnt  of  the  principal  or  interest  of 
this  bond,  or  for  any  claim  bii3p<l  thereon  or  in  respect  thereof 
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Ad  lally  state  that  "the  pritidln 

is  paj  rbich  really  means  iiothu^gi 

luiig  lu  on  a  gold  ba.sis.     Id  fai 

Thomas  .  rs  that  bonds  wuiilri  be  nn^*''^ 

lietter  if  wheat,  iron,  or  wool.     Acfvft 

liseiiients  ot  trand  issues  also  stiite  the  "denomqy 
lioii."  that  is,  the  "size"  of  the  principal.  B^ 
Iwinds  are  in  dmominatiou  of  one  thousand  dc 
\\  hioh  is  ibe  case  of  the  bond  in  the  forejioing  \ 
TnilioiK  Scune  ifsues,  however,  are  in  denoilj 
lii'n  of  five  hundred  dollars  and  a  very  fe^l 
J^nomination  of  one  hundreii  dollars.  In  aJ" 
1  tie  dononunUMn  sfaows  tbe  mimmutn  amou' 
iDoney  whid)  am  be  invested  in  a  given  issue. 
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The  Coupons 
Ab  the  above  bond  is  due  April  1,  1934,  there  are 
now  many  coupons  remaining  to  be  cut  off,  and  each 
coupon  reads  the  same,  except  for  the  date  when  it 
is  to  be  paid.  These  dates  differ  in  the  followir^ 
manner:  the  next  coupon  to  be  cut  off,  we  will 
assume,  is  due  October  1,  1912,  the  next  is  due  six 
months  later  or  April  1,  1913,  the  next,  six  months 
later,  or  October  1,  1913,  and  so  on,  the  final  cou- 
pon being  due  April  1, 1934.  Each  of  these  couponi- 
calls  for  the  payment  of  S20,  which  is  six  r 
interest  at  4%  on  $1,000. 
The  coupon  in  detail  is  as  follows: 


THE- 


On  the  first  day  of  October,  1913. 
RAILW.'VY  COMPA^fY 


will  pay  to  bearer  at  ita  office  or  agency  in  the  city  of  New 
York.  New  York,  on  surrender  of  this  coupon  TWENTY 
DOLLARS  in  gold  coin  without  deduction  for 
taxes,  beJaj;  six  months'  interest  then  due  on  ha 

firet  and  refunding  mortgage  gold  bond  unless     | 

said  bond  will  have  been  called  for  previous  re-  No. 

demption.  250 


$20 


1 


Assistant  TreaBtirer, 


Therefore,  "coupons"  are  practically  checks  of  a 
corporation  drawn  and  dated  in  advance.  If  a 
man,  when  giving  a  mortgage  on  his  house  for  three 
years  should,  in  addition  to  making  out  the  note, 
also  make  out  six  checks  for  the  interest,  these 
would  correspond  to  the  coupons  of  a  bond.    One 


might  think  that  the  holder  of  the  note  could  im- 
iriediately  deposit  and  collect  nil  of  these  chcckt; 
l)ut  if  he  should  attempt  thin,  ht>  would  And  that    ' 
the  bank  would  not  honor  them  until  on  or  aFt*r    I 
the  date  when  they  are  due,     It  is  the  Baiiie  with 
the  coupons  of  a  bond. 

When  "  Lime  arrives,  however,  for  a  given  cou- 
pon to  be  due,  it  is  simply  necessary  to  out  it  (^ 
and  deposit  it  in  the  bank  for  eoUcctioiiM  the  same 
as  one  would  deposit  an  ordinary  check. 

Stock  Certificates 

Of  course,  if  bood.s  did  not  liear  a  definite  nie  j 
of  interest  it  would  be  impossible  to  prepare  thewJ 
eoupous  in  advance.  The  fact  that  stoeks  usually  J 
do  not  bear  a  definite  rate  of  interest  is  the  r 
why  stock  certificates  do  not  cany  coupons, 
dividend  on  a  stock  is  subject  to  chmifiie  and  i 
be  increased  or  decreased  from  time  to  time, 
fore,  the  purchaser  of  teu  shiucs  of  stock  r 
simply  the  principal,  so  to  .speak,  without  i 
coupons,  Thia  principal,  however,  ia  not  a  ^ 
such  a.s  the  purchaser  of  a  bond  receives,  but  a 
simply  a  "certificate  of  part  ownei'ship  ia 
business,"  and  therefore  this  is  technically  k 
.IS  a  "certificate."  The  holder  of  fortifies 
stock  receives  his  interest  by  checks  direct  frt 
treasurer  of  the  company.  Consequently, 
case  of  corporations  which  declare  six  p' 
dividends,  payable  semi-annually,  Janua 
■July,  the  holder  of  a  ifieate  of  ten  si 
stock  receives  ev  months  a  check  ' 
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This,  of  course,  he  deposits  iu  his  local  bank,  the  same 
as  he  would  deposit  any  check  which  be  receives, 
or  the  coupons  which  he  cuts  from  hia  bonds. 

Therefore,  it  will  be  seen  that  the  first  three 
tenns  with  which  the  investor  should  become  ac- 
quainted are,  "Principal,"  which  refers  to  the  note 
of  the  bond,  "Coupon,"  which  refers  to  the  interest 
of  the  bond,  and  "Certificate,"  which  refers  to  the 
evidence  of  ownership  of  a  stock.  However,  it 
should  be  constantly  borne  in  mind  that  this  certifi- 
cate of  stock  is  not  a  promise  on  the  part  of  the  rail- 
road company  to  pay  any  sum  at  any  definite  time, 
but  shows  only  that  the  holder  thereof  has  a  certain 
"part  interest"  in  the  business.  In  fact,  the  holder 
of  a  certificate  of  stock  is,  in  a  way,  liable  for  the 
payment  of  the  notes  or  the  bonds  of  the  corpora- 
tion in  which  he  is  a  stockholder.  The  following 
is  the  wording  of  a  certificate  of  stock: 

Incorporated  under  the  Laws  of 

No, ■ ■ — Shares 

The Railway  Company,  locoBPoaATBD 

Capital  Stock  $ 

Thia  Ccrtifica  that -is  the  owner  of 

Shares  of  the  Capital  Stock  of  thf  -    ■ -RAILWAY 

COMPANY,  INCORPORATED,  transferable  only  on  thi' 
Books  of  the  Corporaljon  in  person  or  by  Attorney  upon 
amrender  of  this-  Cfrt.ificate. 

In  WitnpBH  Whereof,  the  duly  authoriiet!  officcrB  of  this 
Corporation    have    hereunto   subacribed    their    names   and 

caused  the  corporate  Seal  to  bo  hereto  affixed  this 

day  of ^A.  D.  191—. 

Treasurer.  President. 

SHARES  8100  EACH 


Assignment  on  Back  of  Certificatp. 

for  Value  Rpceivnd, lirtvby  w-ll,  aasign  anii   tnuuf«r 

unlj> Khaive  of  the  CA|iiuU  StoclE 

repreaenl^d  by  the  within  Cprtilicat'',  and   do  buxfby  im-v- 

octkbly  coDstitute  and  appoint 

Attorney  to  tisnafer  the  aaid  Stock  on  the.  bonks  of  tbe  n 
named  Corporation  with  full  powr  of  Bubatitution 
premiBee. 


n  jin'aent*  of 


Unlike  bonds  (unlctis  these  certificatetj  are  regis- 
tered) the  name  of  the  party  holding  the  stock 
should  be  written  on  the  face  of  the  certiGcate. 
Therefore,  before  a  stock  certificate  can  be  sold,  it 
must  be  assigned  to  some  other  person.  For  the 
purpose  of  such  an  assijrninent,  there  is  usually  | 
blank  on  the  back  of  each  certificate  which  must  bftl 
filled  in,  before  the  treasurer  of  the  company  i 
cancel  said  certificate  and  issue  a  new  certificate  1] 
the  name  of  another  party. 

An  investor,  however,  when  selling  stock  i 
sented  by  a  certificate  need  usually  sign  his  t 
only  at  the  bottom  of  the  transfer  blank  with  a  d 
;iiid  a  witness,  leaving  the  broker  to  fill  in  the  I 
of  the  blank.  Of  course,  if  the  ct?itifi<'ate  is 
l.wcnty  shares,  and  it  is  desired  to  sfll  only  1 
shares,  then  the  investor  may  signify  on  the  back  r 
the  certificate  in  connection  with  the  transf 
blank,  that  he  desires  to  transfer  only  ten  shares  . 
the  withua  mentioned  stock.  In  such  a  case  ti 
liroker  will  fill  in  the  name  of  the  party  to  wh' 
the  ten  shares  are  to  be  Bold,  and  the  treasurer 
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the  company  will  then  make  out  two  certificates  of 
ten  shares  each.  One  of  these  certificates  will  be 
issued  in  the  name  of  the  new  party,  and  the  other 
in  the  name  of  the  original  holder. 

Registration 

In  the  above  description  of  the  printed  matter 
which  appears  on  the  two  sheets  of  a  regular  bond, 
no  mention  has  been  made  of  what  appears  on  the 
reverse  side  of  said  sh<iets.  In  the  case  of  the  cou- 
pons, there  is  usually  a  number  on  the  back  of  each 
coupon,  correspondii^  with  the  number  of  coupons 
that  have  been  cut  off.  This  number  enables  cou- 
pon clerks,  or  the  treasurer  of  the  corporation, 
to  know  quickly,  without  reference  to  the  date, 
whether  or  not  any  person  la  attempting  to  cash  a 
coupon  before  it  is  due.  In  the  same  way  the 
number  on  the  face  of  the  coupon  serves  to  tra^e 
lost  and  stolen  bouds,  as  it  is  the  number  corre- 
sponding to  the  number  on  the  principal  of  the 
bond. 

The  reverse  side  of  the  sheet  containing  the  prin- 
cipal of  the  note  is  used  for  an  entirely  different 
purpose,  and  contains  a  blank  form  used  for  pur- 
poses of  registration.  Of  course,  there  are  some 
issues  which  do  not  have  this  blank  form  and  there- 
fore cannot  be  registered  in  any  way;  but  most 
bonds  have  a  blank  form  of  some  kind,  and  there- 
fore are  entitled  to  one  of  the  following  four  forms 
of  registration,  viz.: — 

■J  (a)  Registration  as  to  prindpal  only — that  is, 
the  •principal  when  due  will  be  paid  only  to  the 
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party  whose  name  is  written  on  the  back  of  the 
bond. 

(b)  Registration  as  to  principal  and  interest — 
that  is,  the  principal  and  also  the  interest  will  be 
paid  only  to  the  party  whose  name  appears  on  the 
bond.  In  this  latter  case,  the  coupons  are  cut  off 
by  an  officer  of  the  company  and  all  interest  is 
thereafter  paid  by  check,  as  in  the  case  of  a  note. 

(c)  Plain  registered  bofids. — In  this  case,  in- 
stead of  writing  the  holder's  name  on  the  back  of 
the  bond,  a  new  registered  bond  is  given  in  ex- 
change for  the  coupon  bond,  with  principal  and 
interest  being  payable  only  by  check  to  the  regis- 
tered holder.  These  registered  bonds  look  like 
stock  certificates. 

(d)  Interchangeable, — In  this  case  any  one  of 
the  above  forms  may  be  exchangeable  for  any  other 
form.  This  is  the  latest  and  most  approved  method 
of  registration. 

The  main  reason  for  these  different  forms  of 
registration  are  as  follows: 

An  ordinary  coupon  bond,  payable  to  bearer,  if 
lost  is  the  same  as  lost  money  and  whoever  finds  it 
can,  if  not  detected,  dispose  of  it. 

(a)  If  registered  as  to  principal,  the  finder  can 
dispose  of  only  the  coupons  every  six  months  and 
not  the  bond,  and  so  cannot  collect  the  principal  at 
maturity.  Moreover,  if  the  owner  has  a  record  of 
the  bond's  number,  the  finder  can  be  traced  if  he 
deposits  said  coupons. 

(b)  If  registered  as  to  principal  and  interest, 
the  finder  cannot  collect  any  coupons,  as  the  interest 
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is  sent  by  check  to  the  roistered  holder  direct;  nor 
can  the  finder  collect  the  principal  at  maturity,  as 
this  will  be  paid  by  check  drawn  payable  to  the 
party  in  whose  name  the  bond  is  registered. 

(c)  If  a  plain  reffistered  bond,  it  would  be  treated 
the  same  as  (b). 

For  trust  funds  and  permanent  investments, 
bankers  recommend  either  class  (b)  or  class  (c); 
but  for  ordinary  investors,  class  (a)  is  very  satis- 
factory. An  ordinary  coupon  bond,  principal  and 
interest  payable  to  bearex,  allows  the  free  use  of 
the  coupons  and  still  protects  the  holder,  it  being 
comparatively  ea-sy  to  trace  such  theft,  and  the 
finder  could  probably  never  cash  more  than  one 
coupon. 

The  vast  majority  of  investors  do  not  register 
their  bonds  in  any  form,  as  many  have  safe  deposit 
boxes  in  which  to  keep  them,  and  careful  investors 
should  always  keep  a  record  of  the  name  and  num- 
ber of  all  bonds  owned.  Whether  or  not  it  is  best 
to  have  a  bond  roistered,  and  if  so,  in  what  form, 
depends  very  much  upon  whether  or  not  the  bond  is 
to  be  a  permanent  investment.  Nevertheless,  it  is 
well  for  the  small  investor  to  purchase  only  such 
bonds  as  can  be  registered  in  one  of  the  three  ways 
and  if  possible,  bonds  that  are  also  interchangeable. 

Moreover,  if  at  any  time  an  investor  desires  a 
bond  registered,  he  must  not  write  any  name  on  it 
himself.  A  bond  salesman  will  send  an  investor 
full  particulars  as  to  how  and  to  whom  to  send  a 
bond  for  registration.  The  investor  should  either 
send  it  through  his  local  bank  by  express  insured, 
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tiiking  a  rocnijit  Iliercfor,  or  clflo  if  tho  firm  wW 
the  Haiexman  represcnti)  is  Iwatcd  in  hi«  own  < 
and  striptly  rt-liiible,  take  it.  to  said  fimi,  obt« 
a  receipt  therefor  and  arruii|[v  with  lliruii  to  tu 
registered.      The    invmtor   should    clearly    udcIi 
stand,  however,  that  the  .snine  troiiblf;  and  care  n 
be  exercised  if  at  any  time  he  deisires  t«  diMpose  q 
the  bond  or  borrow  on  it,  or  make  it  [layable  U>  » 
otber  party. 

Which  of  the  above  fonns  of  rpxistratka  l 
special  Issue  possesses,  is  almost  ulwayn  n 
in   the  advertisementa  or  circulars  describbisH 
issue,  and  most  of  the  new  large  issues  are  dtt 
as  follows:    "The  bonds  are  issued  either  as  (. 
or   Registered   Bonds   and    are   Interchi 
This  means  that  the  holder  may  have  a  i 
coupon   bond,    with    both    principal    and 
payable  to  bearer;  or  a  registered  bond  in  th^V 
of  a  certificate,   with   his   lumie  written 
and  the  interest  payable  by  ch(«k;  and  in  a 
either  form  may  at  any  time  be  exchanged  fi 
of   the   other  forma.     This  is  the  case  wiuj 
bond,  a  copy  of  which  ia  given  in  the  for 
illustration. 

"Accrued"  or  "And  Interest"  Prices 
Another   phrase   most   common    to   tiiese 
advertisements   is   as   follows:      "Pricc3    1055 
accrued  interest  to  delivery."     Afisuming  that  1 
bonds  arc  in  denom      tion  of  $1  0()0   etich. 
means  that  the  bonds  i        he  purchased  for  $l.f 
plus  the  accrued  in  date  of  delivery 
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bonds  had  coupons  attache(i  for  each  day,  instead 
of  each  six  months,  there  would  be  no  need  of  the 
seller  adding  the  apcrucd  interest  to  the  priee  of  the 
bond,  as  he  could  cut  off  the  coupons  up  to  the  day 
of  deliveiy. 

In  the  case,  however,  of  a  bond,  the  coupons  of 
which  are  payable  we  will  say  only  on  every  Janu- 
ary 1  and  July  1,  covering  six  months'  interest, 
there  would  be  no  accrued  interest  for  the  purchaser 
to  pay  on  the  first  day  of  January  or  on  the  first 
day  of  July,  Assuming,  however,  that  these  cou- 
pons are  for  thirty  dollars  each,  on  the  first  day  of 
February  the  next  coupon  to  cut  off  becomes  worth 
five  dollars,  bo  to  speak,  because  the  purchaser  of 
the  bond  has  only  five  months  to  wait  for  his  inter- 
eat  instead  of  six.  Therefore,  it  is  only  just  that  a 
man  who  waits  until  the  first  of  February  before 
investing  his  $1,000  should  pay  five  dollars  more 
for  the  bond  than  the  man  who  invested  his  $1,000 
on  January  1  preceding,  because  the  first  man  has 
had  his  $1,000  for  his  own  use  during  the  entire 
month  of  January. 

If  the  purchaser  of  the  above  mentioned  bond 
buys  the  same  April  1  and  the  price  is  "105^ 
and  accrued  mterest,"  he  pays  $1,055  plus  the  ac- 
crued interest  for  three  months  at  6%  which  is  $15, 
making  a  total  of  $1,070.  Therefore,  "and  accrued 
interest"  price  means  that  the  buyer  pays  the 
seller  the  mterest  which  has  accumulated  since 
the  last  coupon  was  paid.  But  the  buyer  received 
the  interest  back  when  the  next  coupon  becomes 
due,  for  the  coupon  represents  the  interest  to  be 
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imiil  OH  llid  IxMid   for  the  entire   |K>ri<xl   Ik-Iwii-c 
iiitcrost  payments. 

Flat  Prices 

A  "flat"  pricp,  mi  Uw  other  hami,  i»  the  priov 
qiioUi)  that  inrliidojt  tliv  ink-rest  from  the  timo  of 
t.h<>  lant  payineot  of  interest  to  tho  time  of  ncUing. 
I-'i.r  example,  if  the  "flat"  price  of  a  Iwnd  U  4S7ii, 
the  at'tunl  priw  might  bo  $05()  with  twenty  Hollar!!' 
iiiU-reat  a^ded.  Siiire  January  1,  1909,  most  all 
iMiiids  bought  or  Buld  on  all  the  IcivdiiiB  Exehjuigi-s 
an;  billtid  "and  intoreflt";  that  is,  the  purclu 
ix  obllgud  to  pay  the  at'crufd  interest 
hiiyo  Buch  bondrt  and  rereives  any  accrued  I 
when  lie  BpJla  them.  The  interest  is  always  i 
at  the  pate  of  30  days  to  the  month, 
powaibiy  for  the  partial  month.  Income 
and  defaultod  bonds  arc  atiil  sold  "flat." 

Another  point  t«  remember  is,  that  inte 
lUwaya  figured  up  to,  but  not  including,  the  ^ 
payment.  To  illustrate :— if  on  April  1,  ] 
investor  purchased  at  102  "and  interest"  i 
Chicago,  Burlinffton  &  Quincy  4%  Bond,  tbff  ^ 
I>uns  of  which  are  payable  Jiinujirj'  1  and  Julj 
hr  paid  SI  ,020  "and  interest"  from  January  1  ^ 
April  1,  at"  4%  or  JIO,  making  SI, 030  in 
.Moreover,  if  he  paid  the  money  on  April  1, 
de.iler  would  not  count  the  interest  for  said 
but  would  stop  with  the  close  of  the  preceding  c 
In  other  words,  if  an  investor  pays  for  a  bond  < 
March  21,  the  dealer  figures  only  two  months 
twenty  days'  interest. 


THE  INVESTOR'S  VOCABULARY  bi 

The  Yield  of  Securities 

When  considering  the  price  of  securities,  there 
are  two  factors  to  consider,  namely,  the  premium^" 
that  is,  the  percentage  above  par  at  which  thei 
securities  are  selling;  and  secondly,  the  rate  of  in- 
terest which  is  paid  on  the  par  value.  In  the  case 
of  stocks,  these  are  the  only  two  items  necessary  to 
know  in  order  to  figure  the  net  yield.  In  fact,  it  is 
necessary  only  to  divide  the  total  income  received 
in  the-  form  of  dividends  during  one  year  by  the 
amount  of  money  paid  for  the  stock.  If,  for  in- 
stance, ten  shares  of  stock  paying  a  total  dividend 
of  $40  a  year  are  purchased  for  $1,000,  this  stock 
will  yield  4%,  If  the  ten  shares  are  purchased  for 
$1,200,  it  will  be  found  that  the  stock  yields  only 
3i%t  while  if  the  shares  are  purchased  for  $800, 
it  will  be  found  to  yield  5%,  This  is  because  in 
the  first  case  the  stock  was  bought  at  par;  l>ecause 
in  the  second  case  it  was  bought  at  a  premium  at 
B0%,  while  in  the  third  case  it  was  bought  at  a 
discount  of  20%.  For  quick  reference  purposes, 
the  following  table  is  very  useful  in  quickly  obtain- 
ing the  yield  of  any  stock : 
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Rate  of  Income  on  Stocks 

Purchased  at  following  prices — par  value  $100 — and  bearing 

inter^  at  following  rates: 


i  ■ 
1. 


Paid 

$50 
52  i 
55 
57  i 
60 
62i 
65 
67  i 
70 
72  J 
75 
77i 
80 
82  i 
85 
87  i 
90 
92i 
95 
97i 

100 

102 

104 

106 

108 

110 

115 

120 

125 

130 

135 

140 

145 

150 

155 

160 

165 

170 

175 

180 

185 

190 

195 

200 


2% 

4.00 

3.81 

3.63 

3.48 

3.33 

3.20 

3.08 

2.96 

2.86 

2.76 

2.67 

2.58 

2.50 

2.42 

2.35 

2.29 

2.22 

2.16 

2.11 

2.05 

2.00 

1.96 

1.92 

1.88 

1.85 

1.82 

1.74 

1.67 

1.60 

1.54 

1.48 

1.43 

1.38 

1.33 

1.29 

1.25 

1.21 

1.18 

1.14 

1.11 

1.08 

1.05 

1.03 

1.00 


3% 

6.00 

5.71 

545 

5.22 

5.00 

4.80 

4.62 

4.44 

4.29 

4.14 

4.00 

3.87 

3.75 

3.65 

3.53 

3.43 

3.33 

3.24 

3.16 

3.08 

3.00 

2.94 

2.88 

2.83 

2.78 

2.73 

2.61 

2.50 

2.40 

2.31 

2.22 

2.14 

2.07 

2.00 

1.94 

1.87 

1.82 

1.76 

1.71 

1.67 

1.52 

1.58 

1.54 

1.50 


4%   5%   6%  7%  8%  10% 

8.00  10.00  12.00  14.00  16.00  20.00 

7.62  9.52  11.43  13.33  15.24  19.04 

9.09  10.91  12.72  14.55  18.18 

8.70  10.43  12.17  13.91  17.40 

8.33  10.00  11.67  13.33  16.66 

8.00  9.60  11.20  12.80  16.00 

9.23  10.77  12.31  15.38 

8.89  10.37  11.85  14.82 

8.57  10.00  11.43  14.28 

8.27  9.65  11. Q3  13.80 


7.27 

6.96 

6.67 

6.40 

6.15 

5.93 

5.71 

5.52 

5.33 

5.16 

5.00 

4.85 

4.71 

4.57 

4.44 

4.32 

4.21 

4.10 

4.00 

3.92 

3.85 

3.77 

3.70 

3.64 

3.48 

3.33 

3.20 

3.08 

2.96 

2.86 

2.76 

2.67 

2.58 

2.50 

2.42 

2.35 

2.29 

2.22 

2.16 

2.11 

2.05 

2.00 


7.69 
7.41 
7.14 
6.90 
6.67 
6.45 
6.25 
6.06 
5.88 
5.71 
5.56 
5.41 
5.26 
5.13 
5.00 
4.90 
4.81 
4.72 
4.63 
4.55 
4.35 
4.17 
4.00 
3.85 
3.70 
3.67 
3.45 
3.33 
3.23 
3.12 
3.03 
2.94 
2.86 
2.78 
2.70 
2.63 
2.56 
2.50 


8.00  9.33  10.67  13.35 

7.74  9.03  10.32  12.90 
7.50  8.75  10.00  12.50 
7.27  8.48  9.70  12.12 
7.06  8.24  9.41  11.76 

6.86  8.00  9.14  11.42 
6.67  7.78  8.89  11.11 
6.49  7.57  8.66  10.82 

6.32  7.37  8.42  10.62 

6.15  7.18  8.21  10.26 
6.00  7.00  8.00  10.00 
5.88  6.86  7.84  9.80 
5.77  6.73  7.69  9.62 
5.66  6'.60  7.55  9.44 
5.56  6.48  7.41  9.26 
5.45  6.36  7.27  9.  it) 
5.22  6.09  6.96  8.69 
5.00  5.83  6.67  8.33 
4.80  5.60  6.40  8.00 
4.62  5.38  6.15  7.70 
4.44  5.19  6.93  7.40 
4.29  5.00  6.71  7.14 
4.14  4.83  6.62  6.90 
4.00  4.67  5.33  6.66 

3.87  4.52  5.16  6.46 

3.75  4.37  5.00  6.26 
3.64  4.24  4.85  6.06 
3.53  4.12  4.71  5.88 
3.43  4.00  4.57  6.72 

3.33  3.89  4.44  6.56 
3.24  3.78  4.32  6.40 

3.16  3.68  4.21  6.26 
3.08  3.59  4.10  6.12 
3.00  3.50  4.00  6.00 
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[  Example:     A  6%  stock  selling  at  82^  yields  7.27. 

Look  down  6%  column  until  opposite  82^. 

Yield  of  a  12%  stock  will  be  double  a  6% 
stock  at  the  same  price. 

In  the  case  of  bonds,  however,  there  is  an  addi- 
tional feature  besides  the  two  above  mentioned: 
namely,  the  date  of  maturity  of  said  bonds,  A 
stock  is  an  equity  which  never  matures  nor  becomes 
due;  but  a  bond  is  an  obligation  which  becomes  due 
at  a  definite  price  and  on  a  definite  date.  There- 
fore, a  4%  h<md  purchased  at  80  is  considered  to 
yield  more  than  a  4%  stock  purchased  at  80;  al- 
though in  order  to  ascertain  the  yield,  it  must  be 
known  when  said  bond  matures.  If  the  above  men- 
tioned 4%  bond  selling  at  SO  matures  in  ten  years, 
this  bond  will  j*teld  approximately  7%  instead  of 
5%.  This  is  because,  in  addition  to  the  5%  figured 
on  the  same  basis  as  one  figures  the  income  on  stock, 
there  is  an  additional  yield,  owing  to  the  fact  that 
when  said  bond  becomes  due  in  ten  years,  the  pur- 
chaser thereof  will  receive  $1,000  instead  of  S800, 
giving  a  "bonus"  of  $200.  This  bonus  divided  by 
the  number  of  years,  namely,  ten,  makes  an  addi- 
tional income  of  S20  per  year,  which  added  to  the 
original  $40  per  year  makes  a  total  theoretical  in- 
come of  S60  a  year. 

Of  course,  this  is  a  very  rough  method  of  calcula- 
tion, there  being  a  number  of  features,  such  as 
interest  upon  interest  and  other  important  items 
which  should  be  considered.  In  fact,  to  obtain  the 
correct  yield  of  any  given  bond,  one  should  refer  to 
the  prepared  tables  of  bond  values  which  may  be 
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obtained  throuftti  any  boiitl  houHc,  and  which  arc 
worked  out  acruratcly  l>y  loftunthniH.  In  the  caw 
of  odd  divimuii» — such  as  100  diviilwl  by  3— 
tibfiolute  accuracy  ia  nover  reached,  although  tbr 
further  the  decimal  is  earried  out,  the  gn-ater  the 
iiccuracy.  A  table  of  Bond  Values  with  the  deri- 
maia  earned  out  seven  plaeea  is  therefore  more 
accurate  than  a  table  with  the  decimal  only  thrM 
places,  and  in  large  traontactioiis  it  sometimeR  makn 
a  great  difference  to  the  buyer  or  seller.  With 
slight  instruction,  an  investor  can  use  (he  tables 
jind  find  out  any  yield  for  hinuiclf. 

In  this  connection  it  is  interesting  to  cinphaaite 
n  fact  that  every  one  ought  to  know  and  keep  coti- 
stantly  in  mind  that  the  yield  on  niiy  iweslmtnt, 
■no  maUer  what  it  is,  is  based  on  the  amount  of  moneff 
invested  in  the  enterprise,  not  on  the  principal, 
as  for  example,  the  principal  of  a  bond. 

The   following   rules   relative   to  yield   are  i 
evident : — 

(a)  Bonds  selling  at  a  discount,  yield  mopei_^ 
the  price  becomes  less;  as  the  rate  is  increased  ax^ 
«(s  the  length  of  time  before  maturity  is  shortened. 

{]))     Bonds  selling  at  a  premium,  yield  more-A 
I  ho  price  becomes  less,  as  the  rate  is  increased  ■ 
iifi  the  length  of  time  before  maturity  is  lengthened, 

A    very   successful   banker   gives    the   follow; 
:nlvire: 

"When  rates  of  interest  are  high  and  bonds  i 
cticap,  buy  long  term  bonds  running  say  30  c 
ycara,  and  non-callable." 

"When  rates  of  interest  are  low  and  bonds  are 


al,  M 
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high,  buy  short  term  bonds  maturing  in  from  one 
to  three  years  and  non-callable." 

Sinking  Funds 

Often  in  bond  advertisements,  the  bonds  are  re- 
ferred to  as  "Sinking  Fund  Bonds."  This  means 
that  each  year,  after  a  certain  date,  a  certain  sum 
of  money  is  supposed  to  be  set  aside  either  for  the 
purpose  of  having  a  partial  fund  on  hand  to  redeem 
said  bonds  when  they  mature,  or  else  to  redeem  a 
certain  portion  of  them  each  year.  In  the  latter 
case,  the  bonds  must  also  be  known  as  "Callable" 
or  "Redeemable"  as  well  as  "Sinking  Fund  Bonds." 
Some  of  the  leading  financiers  do  not  care  for  the 
sinking  fund  feature,  but  much  prefer  "Serial  Bondsty^ 
as  in  the  latter  case  each  holder  knows  definitely 
when  his  bonds  are  to  be  paid.  This  eliminates 
not  only  the  uncertainty  of  having  one's  bonds 
called  in  for  payment  at  an  inopportune  time, 
but  in  addition  prevents  the  company  from  losing 
the  sinking  fund  before  the  bonds  mature. 

Nevertheless,  up  to  a  very  few  years  ago  there 
were  practically  no  serial  bonds  on  the  market,  and 
either  no  provision  was  made  for  the  redemption  of 
bonds  or  else  a  sinking  fimd  was  accumulated  and 
invested  from  time  to  time  until  the  bonds  matured. 
In  the  latter  case,  either  a  few  bonds  were  called  by 
lot  every  year,  or  a  like  fund  was  allowed  to  accu- 
mulate until  the  bonds  matured.  In  the  case  of 
towns,  municipalities  and  comities,  the  latter 
method  was  generally  pureued  and  these  sinking 
funds  have  often  been  the  source  of  great  graft  and 
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.     ' 


dishonesty  among  public  officials.  Now,  however, 
this  temptation  has  largely  been  eliminated  through 
the  issuance  of  serial  bonds  whereby  certain  definite 
bonds  must  be  paid  or  cancelled  each  year. 

Elxcepting  in  the  case  of  mining  companies  and 

corporations  whose  property  naturally  deteriorates, 

sinking  fund  bonds  have  no  great  advantage  to  the 

purchaser,  and  other  circumstances  being  the  same, 

sinking  fund  bonds  are  no  better  secured  than  bonds 

without  a  sinking  fund.    In  other  words,  if  a  bond 

■  is  not  well  secured  without  a  sinking  fund,  it  is 

'  generally  true  that  no  sinking  fund  will  make  it 

(  safe;  excepting,   however,  in  the  case  of  mining 

companies  where  the  actual  security  for  the  bonds 
i  is  being  sold.     As  to  the  advantages  and  disad- 

'  vantages  of  a  sinking  fund,  the  following  concretely 

(  ■  expresses  the  case: 

f  Advantages.    (1)    A  Sinking  Fund  enables  a  com- 

pany to  reduce  its  bonded  indebtedness  by  buying 
and  cancelling  its  own  bonds. 

(2)  Bonds  secured  by  a  sinking  fund  are  usually 
secured  by  closed  mortgages,  and  therefore  have  a 
greater  prospect  of  becoming  underlying  liens. 

Disadvantages,  (1)  If  a  corporation  is  able  to  pro- 
vide a  sinking  fund,  its  bonds  are  perfectly  good 
without  such  a  fund. 

(2)  When  sinking  funds  are  arbitrarily  required, 
there  is  a  temptation  to  reduce  maintenance  charges 
to  a  minimum,  and  this  retards  a  healthy  growth 
and  development. 
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Callable  or  Optional  Bonds 

Another  word  often  appearing  in  bond  timulara 
is  the  word  "callable."  Wheo  a  5%  bond  that  is 
due  in  fifty  years  is  "callable"  or  "optional"  in  ten 
years,  this  means  that  if  in  ten  years  rates  are  low 
and  the  credit  of  the  company  is  high,  the  company 
will  exercise  its  option  of  paying  the  bonds  at  par  '^ 
or  some  other  figure  {which  ia  always  less  than 
their  intrinsic  value)  and  issuing  in  their  stead  a 
4  per  cent  bond.  This  fact  not  only  places  an  abso- 
lute limit  upon  the  premium  at  which  the  bonds 
can  ever  possibly  sell,  but  also  results  in  the  investor 
being  paid  his  money  at  the  niont  unfavorable  time 
when  it  is  impossible  to  reinvest  it  on  favorable 
terms.  In  other  words,  bonds  are  called  only 
when  money  rates  are  low  and  the  pricee  of  bonds 
are  high.  Moreover,  if  the  company  calls  the 
bonds  to  pay  them  because  their  credit  has  so  im- 
proved that  they  can  issue  bonds  at  a  lower  rate, 
this  simply  means  that,  if  the  bonds  become  very 
good,  they  will  be  paid,  but  if  the  company's  credit 
becomes  unsettled  and  their  bonds  unmarketable, 
then  they  will  not  be  paid.  In  other  words,  if  it  is 
to  the  atlvaiitage  of  the  holder  not  to  have  them 
paid,  they  will  be  paid;  but  if  it  is  to  the  advantage 
of  the  purchaser  to  have  them  paid,  they  will  not 
be  called.  Therefore,  whether  they  are  paid  owing 
to  lower  rates  of  money  or  to  the  improved  credit 
of  the  company,  the  holder  is  the  loser  and  the 
company  the  gainer. 

For  this  reason,  many  investors  prefer  not  to 
purchase  "callable"  or  "optional"  bonds,  excepting 
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ill  thp  caiK  of  rortain  iodUHtrial  compaiiios  auch  aa 
mimufHt'turinit  or  mining  co[ii|>uni(4  wb<*re  X\k 
KHwtM  are  HlwiLya  growing  Iwh,  and  a  Hinkiiig  fund 
in  iihMolutcIy  necwwary.  This,  howt'ver,  brings  up 
iU<-  quortitm  whciliirr  or  not  it  is  ever  advit(Hl>lc  lo 
liiiy  a  boiid  of  an  iMiue  where  a  sinking  fund  ie 
nlwulutvly  i)oco!«ary,  in  order  to  pnwerve  the  8«:u- 
rity  of  thfi  ieBUe.  Another,  thuii^ch  lesa  senou8 
nl.J4«tion  to  ciillftblc  lM>nds  is  that  instead  of 
firing  definitoly  called  by  ntiniber  in  order  bo|pD- 
liing  with  No.  ],  they  are  UBually  railed  by  "lot." 
Thi*!  meann  that  often  the  holder  does  not  know 
until  Monic  tiniu  afterwards  (when  be  is  depositing 
a  coupon)  that  the  bonds  have  been  called.  In 
fairt,  thft  firet  notice  often  consists  of  a  retura  < 
I  lie  coupon  with  a  notice  that  "the  bond  waa  c 
MIX  month*  ago."  Thio  nieanH  that  the  bolder  mij 
in  addition  to  the  trouble  involved,  lose  six  moi 
intercut.  An  to  the  reliUivo  iidvantages  and  c 
vitnt^M  of  thiM  callable  clause,  the  foUotving  f 
statcM  the  ca«e : 

Advanlage».    (1)    The  investor  often  receive 
to  the  time  the   bonds  are  called,  a  highw  ] 
of  interewt  than  he  would  receive  with  the  t 
security,  without  the  optional  feature. 

(2)     An  optional  feature  enables  the  c 
create  a  sinldng  fund  which  is  always  desirable. 

Arguments  Against.  (1)  The  bonds  will  neV( 
be  called  when  other  bonds  are  cheap  or  if  i 
ci'edit  of  the  company  is  poor,  but  may  be  called  I 
other  bonds  are  high  and  the  credit  of  (lie  c 
in  good. 
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(2)  The  advantages  of  sinking  funds  may  be 
obtained  without  the  necessity  of  having  the  bonds 
of  a  company  callable. 

It  was  mentioned  above  that  advertisements 
iriometime  state  that  the  bonds  are  "callable"  or 
redeemable  at  a  certain  price  on  or  after  a  certain 
date.  For  instance,  the  bond  used  in  the  above 
illustration  was  redeemable  at  105  and  interest; 
although  since  April  1,  1911,  the  company  has  loRt 
this  privilege.  A  large  part  of  the  United  States 
government  bonds  are  redeemable  at  par  on  or 
before  a  certain  date,  all  of  which  is  explained  in 
the  respective  advertisements  of  the  various  issues. 

The  Trustee,  Mortgage  and  Legal  Opinion 

In  studying  the  advertisements  of  bond  issues,  . 
two  other  features  are  noticed,  namely:  (1)  ther 
advertisement  always  states  the  name  of  the  trust 
company  which  is  acting  as  trustee,  that  is,  which 
stands  between  the  various  individual  bondholders 
scattered  all  over  the  comitry  and  the  corporation 
issuing  the  bonds  assuring  justice  to  both  interests; 
and  (2)  the  advertisement  states  what  attorneys*' 
have  passed  upon  the  legahty  of  the  issue. 

In  deahngs  among  individuals,  one  personally 
takes  the  note  of  another,  and  the  borrower  mort- 
gages his  property  direct  to  the  lender.  If  an  entire 
bond  is.sue  could  be  taken  and  personally  held  by  one 
individual  permanently,  only  two  parties  would  be 
necessary  and  the  company  could  mortgage  its 
property  directly  to  the  individual  who  loans  the 
money.     In  practice,  however,  an  issue  of  bonds  is 
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ucviM  with  i^v*^i\  UKUl^H^v  Ivi'v:  ■5?*>iie. 
some,  in  Kivnii  an  tho  aisimjiu>:-:.ji  'V-i:'^ 
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c'oinpany'H  hond  iH.uo.     Hw^o  :-:.■  "^i^-^ies  a»r 

1.  Tlu^  (MiniiHiuy   or  uiori^u^vr    a.  .  i^:^  r 

the  moiu^y. 

2.  The  boncllioianrH  uv  tho  ivr^-.:s  -.vr...  -oaa  Urn 

money.  » .  t   .         •    :,^v^  #k«. 

3     The  trustee  or  bank  which  is  uvoii^ca^y  the 

mortgagee,  but  solely  ui  tho  hitor.^ts  ot  tr.e  bond- 
holders  who  loan  the  money.  ,      ^       ,     ^ 

If  the  bonds  are  mortgage  bonds,  the  advert 
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mcDt  of  the  'issue  states  that  the  purchaser  may 
obtain  a  copy  of  the  mortgiage  securing  the  issue. 
Very  few  investors  ever  take  the  trouble  to  read 
these  mortgages  before  purchasing:  but  it  b  a  voy 
good  idea  for  all  investor  to  have  them  on  file. 
This  is  especially  important  for  banks  and  institu- 
tions purchasing  large  blocks,  and  as  above  stated, 
it  does  no  hann  for  even  the  small  investor  to 
request  that  a  copy  of  the  legal  opinion,  engineer's, 
report,  mortgage  and  other  papers  which  the  firm  V  J 
has  on  hand,  be  sent  along  with  the  bondl  ^ 
ordered.  "^ 

In  advertisements  of  bond  issues,  we  also  see 

stated,  "We  have  the  Legal  Opinion  of ,  a 

copy  of  which  may  be  seen  at  our  office."  No  sane 
man  would  think  of  investing  $5,000  in  a  local  real 
estate  mortgage  without  having  an  attorney's 
opinion  upon  that  title,  form  of  mortgage,  etc. 
Therefore,  careful  investors  should  use  the  same  care 
when  investing  in  bonds.  AQ  reliable  and  estab- 
lished bond  dealers  have  these  opinions  on  file,  and 
will  gladly  give  copies  ti^ether  with  a  descriptive 
circular  of  the  bonds.  In  case  any  unforeseen 
trouble  arises,  these  papers  are  often  a  great  help 
in  enabling  the  investor  or  his  heirs  to  study  the 
conditions  and  <Iecide  what  action  to  take,  ly 

In  this  connection  it  may  be  well  also  to  mention 
the  meaning  of  the  word  "escrow."  Some  adver- 
tisements state,  for  instance,  that  the  issue  for 
"$5,000,000  with  $3,000,000  outstanding  and  with 
$2,000,000  held  in  escrow."  Of  this  $2,000,000  held 
in  escrow,  $1,000,000  are  held  for  retiring  under- 
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divided  up  among  many  individuals,  and  as  the 
f  bonds  are  payable  to  bearer,  the  company  often  does 

not  know  the  names  of  these  individuals. 

All  bonds  are  nothing  more  than  notes  made 
payable  to  bearer,  sometimes  secured  and  some- 
times not.  Mortgage  bonds  are  the  same  as  notes 
which  accompany  a  mortgage.  If  a  mortgage  on  a 
house  is  to  be  for  $10,000,  the  borrower  can  as  well 
give  to  the  mortgagee  ten  notes,  payable  to  bearer 
for  $1,000  each,  as  to  give  one  note  for  $10,000. 
These  notes,  therefore,  may  be  distributed  among 
I  a  number  of  different  persons. 

I  The  mortgage  cannot  be  divided  up  and  held  by 

a  large  number  of  individuals;  and  therefore  it  is 
necessary,  in  the  case  of  a  bond  issue,  to  select  some 
neutral  and  impartial  third  party  who  will  act  as 
trustee,  and  to  whom  the  company  will  mortgage 
its  property  for  the  interests  of  all  who  hold  the 
bonds  or  notes,  at  any  given  time. 

For  this  reason,  three  parties  are  usually  con- 
nected with  every  mortgage  bond  issue.  This  by 
some,  is  given  as  the  distinguishing  feature  between 
a  company's  note  or  its  commercial  paper,  and  a 
company's  bond  issue.     These  three  parties  are: — 

1.  The  company  or  mortgagor  which  receives 
the  money. 

2.  The  bondholders  or  the  persons  who  loan  the 
money. 

3.  The  trustee  or  bank  which  is  technically  the 
mortgagee,  but  solely  in  the  interests  of  the  bond- 
holders who  loan  the  money. 

If  the  bonds  are  mortgage  bonds,  the  advertise- 
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Commercial  Paper 
■  CommCTcial  paper  is  really  issued  for  three  pur- 
poses, viz. : — 

1.  To  provide  additioniil,  permaneut  or  semi- 
permanent capital  for  carrying  a  lai^e  stock  of 
merchandise,  if  not  assets  of  a  more  fixed  nature. 

2.  To  enable  the  borrower  to  give  greater 
credit  to  buyers. 

3.  To  carry  a  firm  over  "the  peak  of  its  load" 
which  "peak"  almost  every  business  has. 

The  ablest  bankers  do  not  believe  in  commercial 
paper  issued  for  the  first  vientioned  purpose.  They 
care  not  how  large  or  how  small  a  firm's  capital 
is,  provided  it  is  in  the  form  of  contributions  by 
members  of  the  firm,  if  it  is  a  firm,  or  in  the  form 
of  capital  stock,  if  it  is  a  corporation.  It  is  a  mis- 
take, however,  for  any  manufacturer,  merchant 
or  storekeeper  to  borrow  money  on  nMes  for  an 
increased  capital.  Such  notes  it  is  necessary  to 
renew  continually  when  they  become  due,  and  a 
lirm  or  corporation  which  has  issued  notes  for 
capital  for  any  length  of  time  finds  it  almost  im- 
possible to  break  away  from  the  habit.  It  is  a  bad 
habit  and  is  at  the  bottom  of  most  commercial 
failures  today.  It  is  comparatively  easy  to  borrow 
money;  but  it  is  a  vastly  different  thing  to  pay  up 
the  notes.  As  a  good,  hard-headed  business  man 
used  to  say,  "If  you  want  to  have  the  winter  last 
but  a  short  time,  discount  a  four  months'  note 
about  the  first  of  November."  Although  the 
majority  of  commercial  paper  today  belongs  to 
the  first  class,  yet  its  purchase  should  not  be  ad- 
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lying  liens,  and  the  balance  for  improvements, 
additions,  etc.,  under  proper  restrictions.  There- 
fore, the  word  "escrow"  is  in  reality  simply  a 
synonym  for  the  word  "reserve." 

Guaranteed  Bonds 

The  final  feature  which  we  have  not  yet  covered 
is  the  question  of  guarantee.  Many  bonds  are 
advertised  as  being  "guaranteed  both  as  to  princi- 
pal and  interest."  The  question  of  guarantees  is 
a  very  important  one.  SuflScient  it  is  to  say,  how- 
ever, that  there  are  very  few  issues  which,  if  not 
perfectly  good  of  themselves  without  a  guarantee, 
are  not  good  with  a  guarantee.  It  has  usually  been 
found  that  if  a  company  believes  a  bond  to  be  good, 
it  is  willing  to  guarantee  it,  and  in  such  a  case,  the 
guarantee  does  not  usually  add  to  its  strength.  On 
the  other  hand,  if  the  bond  is  not  good  of  itself,  a 
company  often  endeavors  to  discover  some  method 
by  which  it  can  break  its  guarantee.  Therefore,  no 
bonds  should  be  bought  simply  on  the  strength  of 
their  guarantee,  but  rather  should  be  judged  for 
their  value  irrespective  of  the  guarantee.  If  the 
bonds  are  perfectly  good  without  any  guarantee,  it 
is,  of  course,  an  additional  advantage  and  an  addi- 
tional safeguard  to  have  the  bonds  guaranteed; 
but  bonds  which  are  good  simply  on  account  of 
their  guarantee  are  usually  not  very  attractive  pur- 
chases. This  is  especially  true  of  bonds  which  are 
simply  guaranteed  as  to  principal  and  not  as  to 
interest. 
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Commercial  Paper 

Commercial  pftpnr  is  really  iBsued  for  three  pur- 
poses, viz.  r — 

1.  To  provide  additional,  permanent  or  semi- 
permanent capital  for  carrying  a  lai^e  stock  of 
merchandise,  if  not  assets  of  a  more  fixed  nature. 

2.  To  enable  the  borrower  to  give  greater 
credit  to  buyers. 

3.  To  carry  a  firm  over  "the  peak  of  its  load" 
which  "peak"  almost  every  business  has. 

The  ablest  bankers  do  not  beheve  in  commercial 
paper  issued  for  the  ^rs(  mentioned  purpose.  They 
care  not  how  large  or  how  small  a  firm's  capital 
is,  provided  it  is  in  the  form  of  contributions  by 
members  of  the  firm,  if  it  is  a  firm,  or  in  the  form 
of  capital  stock,  if  it  is  a  corporation.  It  is  a  mis- 
take, however,  for  any  manufacturer,  merchant 
or  storekeeper  to  borrow  money  on  notes  for  an 
increased  capital.  Such  notes  it  is  necessary  tu 
renew  continually  when  they  become  due,  and  a 
firm  or  corporation  which  has  issued  notes  for 
capital  for  any  len^h  of  time  finds  it  almost  im- 
possible to  break  away  from  the  habit.  It  is  a  bad 
habit  and  is  at  the  bottom  of  most  commercial 
failures  today.  It  is  comparatively  easy  to  borrow 
money;  but  it  is  a  vastly  different  thing  to  pay  up 
the  notes.  As  a  good,  hard-headed  business  man 
used  to  say,  "If  you  want  to  have  the  winter  last 
but  a  short  time,  dis<'Ount  a  four  months'  note 
about  the  first  of  November."  Although  the 
majority  of  commercial  paper  today  belongs  to 
the  first  elasa,  yet  its  purchase  should  not  be  ad- 
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visetl.      BurrowiiiK    nioaey    for    prmmiient, 
I'handise   capital    requirements   Rhoiild    always 
opposed. 

The   second    group    of    commercial    p^ier, 
issued  for  enabling  a  firm  t-o  iiitrt'a.'te  it«  t 
rc'crivablc,  should   in  many  c-u^eH  be  treated  ; 
riiiiiie  as  the  iirst  class  above  raeiitioned;  but  t 
lire  exceptions  to  this  rule,  and   tlicse  excf 
depend  largely  u|K)n  the  character  of  the  acoc 
lor  a  manufacturer  of  milliiierj",  an  article  l 
is  very  perishable  and  of   large  profits,   to  : 
paper  in  order  to  increase  ita  accounts  receiv] 
tloea  not  seem  very  good  business,  as  the  s 
of  certain  small  retail  millinery  concema  may  i 
be  especially  attractive.     On  the  other  hand,  1 
concern  that  deals  in  copper,  pig  iron  o: 
coinniodity,  which  over  a  eomparatively  few  0 
fluctuates  very  little  in  price  and  is  veiy  marbefc 
to  issue   paper  in  ordex  to   increase  its  aocc 
I'eceivable  may  be  good  business.    Of  course,  i 
judging   class  two,   it   depends   entirely   up< 
character  of  the  firm  issuing  the  paper,  and  i 
instance  should  really   be   decided    independflj 
on   its   own  merits.    Otherwise  the  loaner  of  1 
money  had  better  purchase  notes  that  are  kaowo^ 
"receivables." 

Receivables 

We   will   give   herewith   a   brief   explanation  i 
whiit  is  meant  by  receivables:    As  an  example,  ■ 
\vill  state  an  account  of  the  transaction  between  'f 
bank  and  a  medium  grade  concern.    A  meml. 
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the  latter  once  came  to  the  aforesaid  bank  and 
wished  to  borrow  $10,000  in  order  to  extend  $2,500 
additional  credit  to  four  good  customers.  The  bank 
did  not  wish  to  loan  the  money  peimanently  for 
additional  capital  purposes,  but  if  the  concern  in 
question  would  obtain  four  notes  of  $2,500  each, 
one  from  eat-h  of  the  firms  mentioned,  endorse  them 
and  bring  the  notes  to  the  bank,  the  bank  would 
discount  them.  By  doing  this,  three  things  were 
accomplished  :fijst,  it  was  shown  that  the  money  wa-s 
to  be  used  for  mcreasing  accounts  receivable,  rather 
than  for  buying  more  unsold  merchandise.  S.eciiiiiJ, 
there  was  some  definite  lien  on  a  certain  portion  of 
these  accounts  receivable  which  were  believed  to  be 
good,  rather  than  an  indefinite  general  interest  in 
them  all;  and  third,  the  local  firm  was  not  liable 
for  the  payment  of  the  notes  except  as  a  last  resort. 
In  short,  the  eggs  were  placed  in  four  baskets  in- 
stead of  one,  and  all  baskets  were  guaranteed  by  the 
local  firm  which  endorsed  all  fom-  notes. 
VTherefore,  by  "receivables,"  are  meant  notes'^ 
which  a  firm  has  received  in  payment  for  goods 
sold,  and  which  notes  it  endorses  and  discounts  at 
some  bank.  Of  course,  some  firms  feel  that  it  i_ 
poor  policy -to  give  these  receivables,  not  desiring  to 
give  away  their  customers.  Moreover,  if  one  bank 
is  given  receivables,  all  banks  loaning  to  the  firm 
expect  receivables  fikewise.  Therefore,  many  large 
corporations  refuse  to  give  any  of  their  customers' 
notes  to  their  creditors,  but  keep  said  notes  in  their 
own  vaults,  refusing  to  use  receivables  on  any  ac- 
count.   Of  course,  for  large  firms  this  is  an  entirely 
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proper  practice;  but  smaller  and  medium  grade 
firms  which  have  not  clearly  established  a  high 
credit  should  not  object  to  giving  receivables  when 
the  money  is  dtesired  for  extending  credits, — still 
less  for  permanently  extending  credits. 

This  brings  us  to  the  third  group  of  commercial 
paper,  where  the  money  is  borrowed  simply  for 
carrying  a  firm  over  its  busy  season.  This  is  the 
kind  of  paper  that  the  ablest  bankers  endeavor  to 
purchase  for  their  own  banks,  and  which  they 
should  reconmiend  to  various  other  institutions. 
There  are  many  illustrations  of  this  third  group  of 
conamercial  paper;  but  perhaps  the  best  is  that 
issued  by  wool  houses  in  Boston.  These  wool  houses 
are  obliged  to  buy  wool  in  the  summer,  hold  it  for  a 
few  months  until  the  manufacturers  take  it  off 
their  hands,  and  often  in  the  spring  these  houses 
have  no  wool  whatsoever.  Of  course,  they  all  have 
a  large  capital  and  this  capital  they  often  loan  in 
the  season  when  they  are  not  carrying  wool.  In 
such  a  business,  however,  it  is  almost  as  bad  to 
have  too  much  capital  as  too  little.  Consequently, 
the  wool  merchant  begins  in  the  summer  to  pur- 
chase wool  with  his  own  capital  as  long  as  the 
capital  lasts,  which  is  up  to  the  '^peak  of  the  harvest 
time,"  when  he  borrows  money  with  which  to 
purchase  more  wool.  This  money  is  used  for  carry- 
ing him  over  the  winter,  and  the  first  wool  which 
he  sells  after  the  first  of  the  year  is  used  for  paying 
up  his  notes,  although  he  does  not  get  his  own 
capital  from  all  the  wool  until  it  is  almost  time  for 
another  shearing. 
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It  therefore  will  be  seen  that  the  best  kind  of 
coriimercial  paper  is  that  of  firms  who  borrow  only 
for  a  certain  season  of  the  year  to  carry  them  over 
"the  peak  of  the  load."  Such  firms  have  sufficient 
capital  for  their  ordinary  business,  but  desire  an 
increased  capital  for  three  or  four  months.  Rather 
than  have  a  surplus  of  funds  for  eight  months  of 
the  year,  these  firms  feel  that  it  is  better  judgment 
to  borrow  for  four  months  of  the  year,  and  they  are 
certainly  justified  in  such  a  course.  There  is  a 
manufacturer  of  hammocks  with  whom  the  writer  is 
acquainted  who  spends  eight  months  of  the  year 
in  manufacturing  these  hammocks  which  are  sold 
practically  during  two  or  three  summer  months. 
Now,  this  firm  feels  justified  in  borrowing  money 
for  the  large  portion  of  the  duck  and  labor  consumed 
in  the  manufacture  of  these  hammocks  diuing  the 
winter,  paying  up  these  loans  in  the  summer  time 
when  the  hammocks  are  sold.  The  largest  institu- 
tions in  the  country  seek  such  borrowers  who  "clean 
up"  once  a  year  and  are  entirely  out  of  debt  for  a 
portion  of  the  year,  although  it  ia  but  for  two  or 
three  months.  Such  money  is  not  borrowed  for 
permanent  capital  requirements  and  therefore  the 
bank  is  almost  always  sure  to  be  able  to  get  the 
money  if  it  ao  desires  when  the  note  is  due. 

For  the  benefit  of  the  borrowers,  it  may  be  stated 
here  that  the  easiest  way  to  establish  a  credit  is  to 
pay  notes  when  they  mature  and  never  ask  for  an 
extension.  So  arrange  your  maturiti^  and  loans 
that  when  your  notes  become  due,  you  can  pay 
them,  even  if  you  must  go  back  at  the  end  of  the 
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time  to  re-borrow  the  money.  Strange  as  it  may 
seem,  the  average  bank  does  not  consider  security 
or  even  a  financial  statement  so  much  as  it  considers 
the  moral  risk,  and  by  moral  risk  is  meant  the  per- 
sonal character  of  the  borrowers  and  their  record 
for  paying  notes  when  they  become  due. 
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CHAPTER  V 

DIFFERENT  CLASSES  OF  CORPORATIONS  ISSUING 

SECURITIES 

BONDS  are  not  only  classified  as  to  their 
form,  but  also  as  to  the  different  functions 
of  the  corporations  issuing  them.  That  is 
to  say,  after  one  has  decided  to  purchase  a  well- 
seasoned,  underlying  hen  on  some  established  prop)- 
erty,  he  must  then  decide  whether  said  property 
shall  be  raikoad  property,  traction  property,  electric 
light  property,  gas  property,  telephone  property 
or  one  of  a  score  of  the  different  forms  of  indus- 
trial properties. 

Among  the  different  classes  of  bonds  issued  by 
the  different  properties  may  be  mentioned  man- 
ufacturing bonds,  coal  bonds,  steel  bonds,  irrigation 
bonds,  timber  bonds,  real  estate  bonds,  apartment 
house  bonds,  hotel  bonds,  mining  bonds,  and  others 
too  numerous  to  itemize.  It  is,  however,  a  great 
question  to  decide  in  which  of  these  various 
classes  it  is  best  to  invest,  and  obtain  as  many  as 
possible  of  the  following  five  standard  require- 
ments: 

(1)  Safety  of  principal  and  interest. 

(2)  Good  income. 

(3)  Marketability. 

(4)  Possibility  of  appreciation. 

(5)  Stability. 
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The  iiiveator  doea  not  Rive  very  Bcriouft  thoii((hi 
to  theae  subj»:t;t.  In  fat^t,  it  often  n^Hims  that  the 
average  successful  biisiiicsii  niuu  gives  more  time  to 
t^electing  his  luncheon  from  the  nii^nu  card  than  be 
^ives  to  selecting  investments  from  the  circular  of 
a  bond  house.  If  there  is  one  thing  that  dex 
adaptability  and  study,  it  is  investing.  Hoi 
tliere  are  many  investors  who  nietbodicaJiy  i 
c'lirefuUy  consider  these  matters,  and  such  | 
may  be  divided  into  two  main  schools,  namely: 

(1)  Those  who   believe  in   the  distributton  t 
risk. 

(2)  Those  who  lieiieve  in  the  concentration  | 
attention. 

Briefly,   the   fiist   class   believes   in  distribul 
its  ^gs  in  a  number  of  different  baskets  and  I 
forgetting   these   baskets,    while   the   aecood 
believee  in  selecting  the  very  best  basket, 
its  ^gs   therein,   and  then  persistently  watc 
this  basket. 

As  an  illustration  of  the  first  class  which  I 
in  the  distribution  of  risk,  there  is  a  firm  in  I 
England,  which  has  built  up  a  lai-ge  busmees  e 
these  lines.     This  corporation  has  a  very  inte 
itig  theory,  that  although  each  nation  is  continu) 
having  periods  of  depression  and   pi-osperity,   ; 
the  world  as  a  whole  is  always  growing  better,  i 
if  a  man  will  properly  divide  his  investments  am« 
the  important  nations  of  the  earth,  he  "can  alwi 
sell  out  his  entire  holdings  at  a  profit."    Althourf 
any  one  who  has  studied  fundamental  mercs"' 
and  monetary  conditions  must  necessarily  be 
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in  the  law  of  avenges,  it  must  be  frankly  stated 
that  the  point  hus  not  been  reached  where  we  can 
accept  this  English  theory.  Nevertheless,  tWa 
English  concern  is  doing  good  work  for  devotees  of 
the  "distribution  of  risk"  theory,  although  these 
people  are  not  content  with  distributing  invest- 
ments among  the  nations  of  tlie  earth,  but  also 
distribute  investments  among  the  different  classes 
of  securities,  the  chief  of  which  we  will  give  as 
follows: 

(!)     Railroad  Securities. 

(2)  Lighting  Securities. 

(3)  Traction  Securities. 

(4)  Telephone  Securities. 

(5)  Industrial  Securities. 

(0)     Real  Estate  and  other  Securities. 

The  idea  of  this  distribution  is  that  certain  lines 
I  of  business  are  apt  to  decline,  and  that  it  is  unsafe 
I  for  one  to  in\Pbt  all  his  money  in  any  one  class  of 
1  securities  Although  a  fair  amount  of  distribution 
Pis  advised,  yet  when  one  is  confident  that  certain 
Bsecurities  are  safer  than  others,  why  should  he 
Ifjnvest  in  securities  which  he  believes  are  less  safe 

mply  for  the  purpose  of  distributing  the  risk? 

Extended  distribution  is  often  a  great  mistake,  for 
■■if  there  should  be  only  a  very  few  issues  which  one 
Vknew  to  be  absolutely  good,  he  should  confine  his 
■investments  exclusively  to  these.  On  the  other 
Phand,  many  people  invest  some  of  their  money  in 
I  securities  which  they  know  to  be  doubtful  in  order 
kto  distribute  the  risk,  and  apparently  this  was  the 
l-principle   that    a   famous    American    writer   acted 
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upon,  judging  from  the  following  list  of  his  hold- 
ings, as  published  after  his  death. 

-  Only  $8,000  out  of  a  total  appraised  value  of  $611,136  was 
found  to  be  invested  in  bonds — conservatism  never  distin- 
guished this  writer,  either  in  thought  or  investment.  Of  the 
$541,136  of  personality,  the  principal  items  were: 

American  Telephone  and  Telegraph,  common  stock,  100  shares 
Utah  Consolidated  Mining  Co.,  common  stock. .  1,750  shares 

United  Fruit  Company  slock 165  shares 

)   [  Brooklyn  Union  Gas  Company  stock 67  shares 

i   j  Union  Pacific  Railway,  common  stock 100  shares 

Fentress  Land  Company 3  shares 

J.  Langdon  Company 813  shares 

Bonds  of  Park  County,  Montana 2  shares 

Bond  of  Atlantic  Gas  Light  Company 1  share 

Bonds  of  Duval  County,  Florida 5  shares 

Cash  in  Banks,  $49,490. 

Among  the  souvenir  certificates  found  in  his  strong    box 

were  375  shares  of  the  capital  stock  of  the  Plasmon  Milk 

Product  Company,   a   concern   organized   not   many   years 

before  his  death. 

j  The  Plasmon  Syndicate,  Limited  (5,000  shares)  and  the 

Plasmon  Company  of  America  (400  shares)  were  other  cer- 
tificates for  which  the  appraisers  could  get  no  bids.  The 
appraisers  also  reported  this  list: 

Hope  Organ  Company 50  shares 

Koylo  Company 345  shares 

International  Spiral  Pin  Company 113  shares 

American  Mechanical  Cash  Reg.  Company 32  bonds 

American  Mechanical  Cash  Reg.  Company 400  shares 

•Probably  he  had  during  his  lifetime  the  typical  financial 
!  experience  of  the  intelligent,  hopeful  American.     He  "went 

j  broke"  once,  but  kept  up  his  courage,  paid  his  debts,  and 

died  after  years  of  work,  a  rich  man.     His  average  of  poor 
'  investments  during  the  last  years  of  his  life  was  undoubtedly 

\  lower  than  in  the  case  of  the  average  American. 

There  are,  however,  able  and  intelligent  finan- 
ciers who  believe  in  this  principle  of  distribution, 
and  the  following  is  a  plan  as  outlined  by  one 
of  the  ablest  men  in  Boston,  a  man  whose  name  is  a 
household  word  throughout  New  England,  showing 
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the  way  in  which  he  invested  $100,000  one  day 
during  a  recent  period  of  low  prices: 

$20,000  in  the  transporlation  business,  dividing 
the  same  between  the  stocks  of  the  Pennsylvania 
Railroad  Company  and  the  Illinois  Central  Rail- 
road Company. 

$20,000    in    the    agn'cuUural    business,    buying  / 
equal  amounts  of  the  VirRinia-Carolina  Chemical 
preferred    stock   and   the   International  Harvester 
Company  preferred  stock. 

$40,000  in  industrial  enterprises,  buying  equal 
amounts  of  the  General  Electric  Company  stock 
and  the  American  Sugar  &  Refining  Company 
stock. 

$10,000  in  copper  stocks,  dividing  this  amount 
among  Calumet  &  Hecla,  Amalgamated  and  Utah 
Copper  Company  stocks. 

$30,000  in  the  iron  and  steel  business,  but  con- 
fined this  portion  of  the  investment  to  the  purchase 
of  United  States  Steel  preferred  stock. 

$30,000  in  the  lighting  business,  dividing  this 
amount  among  the  stocks  of  the  Consolidated  Gas 
Company  of  New  York  and  the  Peoples'  Gaa  Light 
and  Coke  Company  of  Chicago  and  the  Edison 
Illuminating  Company  of  Boston. 

This  gave  him  a  total  of  $90,000,  and  covered 
all  of  the  important  lines  of  trade  excepting  the 
street  railway  business,  and  after  considerable  dif- 
ficulty, he  decided  to  buy  with  this  portion  $10,000 
of  New  York  Railways  Refunding  4%  bonds,  as 
he  did  not  find  any  traction  stocks  which  appealed 
to  him. 
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Although  this  list  is  purely  an  illustration  and 
may  not  be  any  better  than  a  thousand  other  lists 
which  might  be  given,  it  was  prepared  by  a  very 
able  man  after  considerable  thought  and  inquiry. 
Certainly  it  is  broad  and  comprehensive,  and  should 
appeal  to  any  one  who  believes  in  a  thorough  dis- 
tribution of  risk. 

The  More  Profitable  Way  to  Invest  Money 

The  other  class  of  investors  believes  in  "selecting 
the  best  basket  procurable,  placing  all  of  one's  eggs 
in  said  basket,  and  then  carefully  watching  the 
basket.''  It  is,  therefore,  needless  to  say  that  many 
investors  would  scofif  at  the  above  list.  Whether 
or  not  they  are  justified,  is  debatable;  but  it  may 
be  logical  to  eliminate  the  copper  stocks  altogether 
and  possibly  some  of  the  public  service  corporation 
stocks.  Public  service  corporation  bonds  should  be 
highly  regarded,  and  some  day  a  large  proportion 
of  them  will  probably  become  municipal  obligations 
in  the  cities  in  which  they  operate;  but  the  agita- 
tion and  regulation  of  public  service  affairs  now 
I  existing,   although  favorable  to  the  bonds  of  many 

such  corporations,  is  not  favorable  to  the  stocks. 
Therefore,  many  of  the  shrewdest  investors  are 
selling  their  stocks  of  public  service  corporations 
where  the  rates  are  regulated. 

Lighting  companies,  however,  are  not  so  severely 
harassed  as  traction  companies.  This  is  probably 
due  to  the  fact  that  the  greatest  enemies  of  traction 
and  other  public  service  companies  are  their  own 
employees.     The  men  who  operate  lighting  com- 
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panics  know  at  all  times  just  what  service  every  Tl 

customer  is  receiving  in  the  form  of  light,  and 
know  that  the  light  is  of  the  same  brilhancy  in 
every  home  in  the  city.  The  officers  of  a  street 
railway  company,  however,  do  not  know  what  their 
conductors  and  motormen  are  doing,  and  yet,  the 
public  holds  the  offi,ceTS  responsible.  In  other  words, 
the  people  come  into  closer  personal  contact  with 
the  street  railway  companies  than  they  do  with 
Hghting  companies,  a  condition  much  more  favor- 
able for  the  lighting  companies. 

It  will  also  be  noted  that  the  Boston  man,  for 
some  inexplicable  reason,  did  not  care  to  place  any 
of  his  money  in  telephone  stocks.  He  probably 
had  some  good  reason  for  this,  for  some  of  the 
ablest  New  England  investors  are  most  heavily 
interested  in  the  stock  of  the  American  Telephone 
&  Telegraph  Company,  Although  the  supply  of 
telephone  securities  seems  ahnost  unlimited,  and 
although  the  government  may  some  day  take  over 
these  properties,  yet  now  that  the  rapid  growth  of 
the  "Independents"  ia  reported  to  have  been 
checked,  the  highest  grade  telephone  securities 
should  be  attractive  investments  during  periods  of 
low  prices. 

As  a  good  illustration  of  the  principle  of  con- 
centrating the  risk  upon  one  locality  and  one  class 
of  busuiesa  and  then  watching  the  same,  one  may 
refer  to  the  holdings  of  a  well-known  former  United 
States  Senator.  Although  this  man  must  be  very 
wealthy,  yet  he  ia  reporti^  to  have  his  money 
wholly  in  the  stock  of  tl.:ee  large  corporations, 


viz. :  an  important  railroad  company,  a  larg 
industriaJ  company  and  a  great  imblic  scrvJCD  coC 
poration.  However,  ho  is  a  director  in  all  t 
these  corporaiiona  aiut  thus  vw»l  carefully  • 
his  "basket  of  eggs."  One  nticd  not  bo  i 
States  Senator  to  have  wealth  or  "watch  the  CRRt^ 
in  his  basltct,"  for  there  are  many  careful  New 
England  investora  who  f^'iow  the  same  method, 
They  have  their  money  vested  simply  in  the 
stocks  of  some  good  railroad  company  or  some  good 
industrial  company  and  a  few  other  local  corpora- 
tions; but  these  men  keep  fully  informed  as  to  the 
status  of  these  companies,  their  earnings,  the 
market  value  of  the  stocks,  and  every  item  of  news 
published  concerning  them. 

In  fact,  one  investor  whom  the  writer  1 
although  having  but  a  few  shares  of  stock  of  onefl 
the  public  service  corporations  of  Massachiu 
sends  to  the  State  House  every  year  for  the  C 
earnings  of  said  company,  and  notes  how  i 
earnings  compare  with  those  of  previous  yes 
which  he  has  kept  record.  This  man,  alth* 
never  having  seen  the  property,  is  better  infotil 
as  to  its  condition  and  growth  than  some  of  i 
directors  of  the  corporation.  He  is  a  i 
tloes  not  believe  in  shutting  his  eyes  and  mechi 
ally  distributing  his  money  among  a  large  numbj 
of  different  classes  of  stocks  on  the  "distribution  6 
risk"  theory,  but  rather  believes  in  tlie  selection  e 
the  stocks  of  a  few  corporations,  and  then  kee^ 
most  citreful  watch  of  their  progress.  He  br 
more  or  be  eells  as  he  thinks  the  values  are 
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proving  or  declining.  By  studying  the  sales  aa  they 
appear  each  night  in  hia  evening  paper,  he  Beems, 
by  an  almost  supernatural  intuition,  to  always 
know  the  sentiment  on  the  Boston  Stock  Exchange, 
although  he  has  not  been  to  Boston  for  many  years. 

»  Diversification 

It  doubtless  is  wise  to  distribute  one's  money 
among  a  fair  number  of  investments;  but  certainly 
it  is  not  wise  to  buy  anything  which  is  not  known 
to  be  absolutely  good,  even  for  the  purpose  of 
distributing  the  risk.  It  is  much  bettor  to  buy 
a  certain  number  of  securities  at  one  time,  and 
then  base  one's  buying  and  selling  simply  on  the 
average  price  of  this  Ust,  irrespective  of  the  indi- 
vidual priiie  of  any  one  of  the  securities. 

More  raikoad  stocks  and  less  miscellaneous  stocks 
than  given  in  the  above  list  should  be  purchased. 
With  the  above  mentioned  $100,000  to  invest,  in- 
stead of  placing  only  $20,000  in  railroad  stocks  and 
$80,000  in  the  stocks  of  miscellaneous  corporations, 
half  if  not  three-fourths  might  well  have  been  in- 
vested in  railroad  stocks.  Of  course,  many  may 
object  to  this,  especially  at  a  time  when  railroads 
are  being  harassed  by  the  government  and  their 
securities  are  in  ill  repute.  This,  however,  is  not 
a  Ic^cal  reason  for  not  purchasing  such  stocks  un- 
less as  tnany  think,  railroad  securities  vn,ll  be  in 
aHll  worse  repute  some  time  later.  It  may  be  frankly 
stated  that  the  best  time  to  purchase  good  railroad 
or  any  other  good  stocks  is  when  such  stocks  are 
in    disrepute,    and     there    are    more    sellers    than 
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buyers.     Therefore,  althougti  it  is  not  always  ( 
time  to  buy  stocks,  yot  thii  iwrniancnt  invests 
sliould  never  refrain  from  purt-husing  bccuuso  thej 
are  temporarily  in  ill  repute  if  they  are,  at  the  s 
time,  intrinsicaUy  good. 

Ill   the   book    entitled    "Business    Baromel 
there  is  given  a  list  of  the  following  ten  stocks: 

Low  J 


CcDtml  New  Jeney $8 

Chicafio,  Mi]¥raukoe  d|  St.     i  IX 

Pali !\^W-4i.V*H.M^ 

Dpkware  A  Hudson '9 

Great  Northern  plua  1  Ore.  ._ 

Cert r  HI 

niiiiois  Central 7 

Lnuiavilie  &  Na^ville  ....  |6 

NEwYorkCentral ,.      4   _i>T6 

N,Y.,N.H.ftHftriford.fc«*w>^      8 

I'eimaylvanm   7 

Pullmau 8 

Thia  list  is  selected,  not  primarily  because  it  j 
believed  to  be  a  good  list,  but  because  it  is  a  t 
the  records  of  which  are  available  for  a  great  n 
her  of  years.  This  list  also  represents  those  c 
panies  which  have  long  dividend  records.  For  j 
stance,  the  Pennsylvania  Railroad  Company  1 
l>iLid  a  dividend  every  year  since  1856,  when  j 
paid  8%. 

All  of  these  companies  are  reported  to  have  p 
a  dividend  of  some  kind  without  exception  diu 
panics,  periods  of  depression  and  periods  of  drastiq 
rate  regulation.  It  is  perfectly  proper  to  divida^ 
funds  among  the  securities  of  these  companies  anfi| 
others  with  similar  records;   but  going  outside 
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the  high  grade  seasoned  securities  simply  for  the 
purpose  of  distributing  the  risk,  is  a  practice  which 
is  unnecessary. 

It  should  therefore  be  clearly  understood  that  it 
is  not  so  important  whether  you  invest  in  the  secfUr- 
rities  of  a  railroad  company  or  an  industrial  com- 
pany or  a  public  service  corporation,  as  it  is  to  in- 
vest  in  the  securities  of  some  company  which  has  a 
long  record  of  honest  management,  steady  growth 
and  the  payment  of  continuous  dividends.  There- 
fore, when  deciding  in  what  class  of  corporations  to 
invest,  endeavor  to  select  "well-seasoned"  securities 
that  have  paid  dividends  on  their  stock  through 
panics,  depressions  and  all  periods  of  anti-corpora- 
tion legislation. 


: . 
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CHAPTER  VI 

WHAT  KIND  OF  BONDS  TO  BUY 

T  is  well  to  explain  at  this  point  the  diflference 
between  the  various  classes  of  bonds  which  are 
being  offered,  for  the  diflference  is  very  great. 
Before  describing  these  various  classes,  however,  it 
is  important  that  the  exact  diflference  between  stock- 
holders and  bondholders  be  understood. 
A  quotation  from  the  Babson  Instruction  Courses 
I  on  Investments  which  teach  the  underijdng  princi- 

?  pies   of   investments   is   here  given.    "Suppose   a 

merchant  owning  property  borrows  $1,000.  He 
gives  his  note  promising  to  pay  on  a  certain  date, 
at  a  certain  rate  of  interest,  and  gives  a  mortgage 
on  his  property  as  security  for  the  loan  and  in- 
(    ■  terest.    Now  the  merchanty  who  owns  the  property 

'   ^  and  borrows  the  money,  corresponds  to  the  stock- 

holders of  a  corporation.  The  note  secured  by  the 
mortgage  corresponds  to  the  bonds  which  said  cor- 
poration issues.  The  party  who  loans  the  money 
corresponds  to  the  bondholders,  or  the  investors 
who  buy  the  bonds. 

'^Suppose  a  corporation  owning  a  large  property 
wants  to  borrow  $500,000.  The  corporation  makes 
a  mortgage  on  all  its  property  to  a  trust  company, 
to  be  held  in  trust  as  security  for  all  the  persons 
who  are  to  loan  the  money.  The  corporation  then 
issues  500  bonds  of  $1,000  each,  to  a  total  of 
$500,000,  each  bond  promising  to  pay  to  the  owner 
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of  the  bond  S1,000  on  a  certain  date,  at  a  certain 
rate  of  interest,  and  stating  that  a  mortgage  has 
been  made  to  a  certain  trust  company  as  security 
for  all  the  bonds  and  interest  thereon.  The  bonds 
are  then  sold  to  investors.  The  stockholders,  who 
own  the  property  and  who  authorize  the  $500,000 
to  be  borrowed,  correspond  to  the  merchant.  The 
bonds,  secured  by  the  mortgage,  correspond  to  the 
note.  The  bondholders,  that  is,  the  investors  who 
purchase  the  bonds  and  who  in  doing  so  loan  the 
money  to  the  corporation,  correspond  to  the  party 
who  loaned  the  money  to  the  merchant. 

"A  botid  is  a  certificate  of  a  corporation  promis- 
ing to  pay  the  amount  of  the  bond  with  interest, 
and  in  the  case  of  a  mortgage  bond,  states  that  the 
payment  is  secured  by  a  mortgage.  A  share  of 
slock  is  a  certificate  of  the  actual  ownership  of  a 
certain  portion  of  the  property  of  a  corporation. 
However,  as  moat  large  corporations  borrow  money 
by  issuing  bonds  and  by  mortgaging  their  property 
to  secure  the  bondholders,  a  share  of  stock  is  only 
an  interest  in  the  property,  subject  to  the  mortgage 
of  the  bondkoldeTs,  and  an  interest  in  the  profits 
of  the  company,  after  the  interest  on  the  botids  has 
been  paid  to  the  bondholders.  A  bond  is  a  certifi- 
cate held  by  a  person  who  has  loaned  money  to  a 
corporation.  A  stock  is  a  certificate  held  by  a 
person  who  actually  owns  a  portion  of  the  business 
of  the  corporation.  The  bondholders  loan  the 
money.  The  stockholders,  not  as  individuals,  but 
on  behalf  of  the  corporation,  promise  to  pay  the 
money  back,  and  mortgage  the  property  of  the  cor- 
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poration  to  secure  the  payment.  When  one  buj 
bond,  the  bond  promises  to  pay  baiAk  the  I 
amount  ()f  the  bond,  and  promises  to  pay  inte 
in  the  meantime.  A  certificate  of  nUtck  dott  1 
promise  to  pay  any  money  at  any  time  under  a 
conditions.  A  bond  is  a  certificate  of  indebte 
whereaB  a  stock  is  a  certificate  of  actual  c 
or  of  interest. 

"We  apeak  of  'buying'  a  bond,  but  reaUy  i 
one  bura  a  bond  he  does  not  'buy'  anything  s 
more  than  one  does  when  he  deposits  money  i 
bank.  When  depositing  money  in  a  bank,  i 
'deposits'  it  there,  and  the  bank  makes  an  entry  jl 
a  bardi  book  showing  the  money  has  been  r 
on  deposit.  When  one  invests  in  a  bond,  he  'Iw 
the  money  to  the  company  issuing  the  bond,  and  t 
bond  which  he  obtains  from  the  company  prom 
to  pay  the  money  back  with  interest,  and  the  p 
ise,  both  as  to  the  amount  of  the  bond  and  the  iate 
est,  b  secured  by  a  mortgage  on  the  property  of  H 
corporation.  When  one  buys  a  share  of  stock,  1 
actually  does  'buy'  something.  He  buys  an  inter 
in  the  business  of  the  corporation.  When  one  t 
a  bond,  he  makes  an  investment  in  the  strict  s 
of  the  word.  When  he  buys  a  stock,  he  goes  i 
business. 

"Many  people  think  that  stock  is  a  certifies 
connected  with  a  business  in  some  way  which  enti4 
ties  them  to  certain  profits  and  they  seem  to  hav^ 
an  idea  that  all  they  must  do  is  to  buy  the  stock  a 
they  are  sure  to  get  the  profits  and  also  to  get  I 
good  value  for  the  stock  itself.    Such  is  not 
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case  by  any  means.  When  one  buys  a  share  of 
stock,  be  buys  an  actual  interest  in  the  business, 
and  he  takes  all  the  chances  of  success  or  failure,' 
A  bond  reats  upon  the  actual  value  of  the  property 
mortgaged  to  secure  the  bond,  while  stock  depends 
for  its  value  upon  the  eucceaa  of  the  business.  If  a 
business  is  successful,  dividends  are  paid  on  the 
stock,  but  if  the  business  is  not  successful,  there  are 
no  dividends  and  the  stock  becomes  worth  little,  or 
nothing.  As  to  the  bonds,  if  the  business  fails,  the 
trustee  will  foreclose  the  mortgage  and  sell  the 
property  of  the  stockholders  to  pay  the  bondholders 
both  the  amount  of  their  bonds  and  any  interest 
which  may  be  due." 

It  will  be  seen,  therefore,  that  given  the  same 
corporation,  the  bonds  are  safer  than  the  stock.  On 
the  other  hand,  the  stock  of  some  corporations  may 
be  far  safer  for  investment  than  the  bonds  of  other 
corporations.  Moreover,  not  only  is  there  a  great 
difference  in  corporations,  but  also  in  bond  issues,  and 
we  will  here  discuss  the  different  classes  of  bonds. 

Three  Classes  of  Mortgage  Bonds 

"We  will  assume  that  a  number  of  persons  form 
a  company  known  as  the  Great  Eastern  Raikoad 
Company  and  issue  stock,  from  the  proceeds  of 
which  they  receive  money  enough  to  buy  the  right- 
of-way  for  a  railroad  and  grade  the  same.  We  will 
further  assume  that  they  wish  to  purchase  rails  and 
finish  construction.  Either  they  have  sold  all  the 
stock  which  they  can  sell,  or  else  they  wish  to  avoid 
issuing  more  stock  with  the  possibihty  of  losiog 
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control.    But — whichever  the  rearon — they  dw 
to  isaue  bonds  instead,  ami  therefore  the   compi 
mortgages  these  rightmtf-way  and  the  property  G 
far  as  completed,  to  a  trust  company  as  trustee,  i 

issues  bontls  secured  by  said  mortgage.     Aa  I 
mortgage  is  the  first  which  the  company  ise 
these  bonds  are  known  as  'Fimt  Mortgage  Bom 
and  are  secured  by  a  '^~"'-  lien  upon  everytbin 
completed  at  the  time  ot  ttipir  issue, 

"We  might  now  assume  1    at  this  first  mort 
has  not  b<?en  made  large  enough,  and  it  is  f 
that  more  money  is  needed  to  complete  the  prop< 
thiin  was  first  anticipated.     Therefore,  it  I 
ncceasary  to  place  a  second  mortgage  upon  the  p 
erly  and  issue  other  bonds.    In  such  a  case,  i 
aiklitional   bonds  are  known  as  'Hecond  Mot 
Bonds.'     However,  instead  of  this  latter  t 
tion,   let  us  suppose  that  the  company  recan 
enough  from  the  sale  of  the  first  mortgage  bondRn 
complete  the  property,   and  that  the  road  i 
successful  operation  with  only  first  mortgage  bof 
outstanding. 

"Again,  we  will  assume  that  at  the  end  of  I 
years  the  directors  find  an  extension  should  be  b 
to  a  city  two  hmidred  miles  from  the  present  t 
minus  of  the  line.  To  pay  for  this  extensioi 
the  company  issues  'First  Consolidated  Mortg< 
liorids,'  said  bonds  being  secured  by  a  first  i 
giige  upon  the  extension  of  two  hundred  miles,  a 
a  second  mortgage  upon  the  original  property,  t 
which  the  first  bonds  mentioned  above  are  a  f 
mortgage.  • 
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I'liVe  will  again  assume  that  this  extenaion  creates 
t>  much  additional  traffic  that  it  becomes  necessary 
to  double-track  the  entire  road,  and  to  do  this  the 
company  must  issue  more  bonds.  These  are  se- 
cured by  a  mortgage  upon  the  entire  property  in- 
cluding extensions,  svbject  to  existing  mortgages. 
This  new  issue  ia  thus  secured  by  a  secoiid  mort- 
gage upon  the  extension,  and  if  the  previous  issue 
was  a  'consolidated'  issue,  by  a  third  mortgage  on 
the  original  property.  Bonds  secured  by  such  a 
mortgage  are  known  as  'General  Mortgage  Bonds.' 
Of  course,  given  the  same  company  with  the  vari- 
ous bonds  above  described,  the  first  mortgage  bonds 
are  the  best,  the  consolidated  mortgage  bonds  next, 
and  the  general  mortgage  bonds  are  usually  the 
poorest.  Thia  rule,  however,  cannot  be  applied 
when  considering  different  companies,  as  general 
mortgage  bonds  of  the  Pennsylvania  Railroad  Com- 
pany or  of  the  Reading  Railroad  Company  should 
be  absolutely  good;  while  the  first  mortgage  bonds 
of  some  other  corporations  are  practically  vaiue- 


(A  most  forcible  illustration  of  this  fact  was 
the  purchase  of  $5,000  First  Mortgage  Gold  6% 
Bonds  secured  by  a  first  mortgage  on  a  well  built 
track  and  overhead  wiring.  Not  only  were  these 
bonds  a  first  mortgage,  but  they  were  purchased  by 
a  civil  engineer  who  is  supposed  to  be  thoroughly 
posted  on  such  matters.  However,  this  civil  en- 
gineer bought  these  bonds  at  about  par  from  a 
rehable  bond  bouse  whiah  had  previously  purchased 
them  in  good  faith.     As  nearly  as  can  be  ascer- 
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.  gained  these  bonda  are  now  quote<l  at  about  5, 
..which  meaiia  that  for  about  J5,(K)0  of  this  man's 
savings,  be  now  has  only  about  8250  and  vioretn'rr, 
this  loss  was  canned  by  thfi  ■purchnm  of  a  firnt  mort- 
gage bond.  Of  course,  this  illustration  is  an  excep- 
tion to  the  rule,  as  probably  not  more  than  seven 
per  cent  of  the  first  mortgage  bonds  issued  ever 
default;    but  suice  so  default,  the  small  in- 

vestor should  remember  t  it  is  not  sufficient  to 
insist  simply  on  a  "first  mortgage,"  as  other 
requirements  are  also  necessary.) 

Prior  Lien  Bonds 

"At  this  point  we  will  assume  that  the  Qj 
Eastern  Railroad  Company  has  a  serious  setback 
and  becomes  temporarily  embarrassed,  bo  that  it 
nmst  raise  more  money  or  go  into  bankruptcy.  It 
may  be  found  that  the  full  authorized  amount  of 
'Consolidated  Mortgage  Bonds'  has  already  been 
issued,  and  it  may  be  impossible  to  find  a  market 
under  existing  conditions  for  more  General  Mort- 
gage Bonds.  As  the  property  is  intrinsically  good, 
the  bondholders  unite  and  agree  to  permit  the  issue 
of  bonds  which  shall  take  precedence  as  to  security 
over  all  of  the  outstanding  issues,  including  the  first; 
mortgage  bonds.  Such  bonds  are  known  as  'Prior 
Lien  Bonds.'  It  should  be  distinctly  understood, 
however,  that  these  prior  lien  bonds  cannot  be 
issued  without  the  consent  of  all  pcrstms  holding 
any  of  the  other  bond  issues.  Tlit'^e  prior  lien 
bonds,  however,  are  created  to  run  for  only 
years,  or  until  the  company  again  becomes  pn 
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oua,  when  they  will  be  paid  off  and  the  prior  lien 
mortgage  discharged.  The  company  in  this  case 
then  resumes  its  former  position,  with  only  first 
mortgage  bonds,  consolidated  mortgage  bonds,  and 
general  mortgage  bonds  outstanding. 

"These  are  the  principal  issues  which  smaller 
companies  have  outstanding.  Of  these  issu^,  the 
first  mortgage  bonds  and  the  prior  lien  borids  are 
the  safest  and  most  attractive.  The  consolidated 
mortgage  bonds  may  be  attractive  in  this  special 
instance,  as  they  are  followed  by  a  large  general 
mortgage  issue;  but  usually  they  are  not  considered 
conservative  investments,  especially  when  secured 
by  new  or  unsettled  properties.  Moreover,  general 
mortgage  bonds  are  usually  not  considered  con- 
servative investments  unless  the  surplus  earnings, 
after  paying  all  taxes,  rentals  and  interest  on  all 
issues,  are  at  least  equal  to  said  charges." 

The  following,  therefore,  is  a  very  good  ruio  to 
follow : — 

Bonds  which  are  followed  by  lai^e  equities, 
consisting  of  valuable  junior  bond  issues  or  pre- 
ferred stock  issues,  representing  lat^e  amounts  of 
actual  cash  paid  by  other  investors,  are  usually  very 
good  investments.  In  other  words,  it  is  wise  always 
to  keep  in  a  "protected  position"  where  (Aher  in- 
vestors will  have  so  much  money  at  stake  that  they 
wiR  be  obliged  to  save  the  property  for  their  own 
protection,  and  will  in  so  doing  protect  the  interests 
of  the  holders  of  all  underlying  bonds.  In  such  a 
case,  before  the  holders  of  the  underlying  issues  can 
.lose  a  dollar,  a  large  number  of  other  investors  must 
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■I  lose  their  all.    Such  bonds  are  known  as  "Underly- 


.!<■ 
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ing  Liens,"  and  are  the  class  which  are  universally 
I);  the  safest.    If  a  first  mortgage  issue  is  not  followed 

*  i  by  large  equities  either  in  the  form  of  junior  issues 

or  full  paid  stock,  it  is  not,  even  if  correctly  named, 
necessarily  safe  because  it  is  a  first  mortgage  issue. 
Therefore — the  investor  who  desires  only  safety  y 
should  seek  for  underlying  liens  on  old  and  success- 
ful 'properties.  This  is  a  very  important  rule  to 
remember y  but  on  the  other  hand  such  issues  may 
very  readily  be  obtained  from  any  of  the  high 
grade  bond  houses.  It  is  simply  necessary  to  ask 
I;  [,  for  ''an   underlying   lien"  of    the   large   raikoad 

systems,  and  whether  the  issue  recommended  is  a 
first  mortgage,  a  second  mortgage,  or  a  consolidated 
mortgage,  it  should  be  safe. 
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Convertible  Bonds  and  Extended  Bonds 


"There  are,  however,  other  classes  of  bonds,  and 

it  to  continue  the  illustration,  we  will  now  assume 

I  ■  ... 

I  that  it  is  a  time  of  panic,  that  money  rates  are  very 

high,    and    that    simultaneously   with    these    high 
jl  money  rates,  additional  funds  are  urgently  needed. 

For  good  logical  reasons  from  a  banker^s  point  of 
view,  they  (the  bankers)  will  not  purchase  short 
term  notes.  In  order  to  raise  this  additional  money, 
therefore,  the  company  is  obliged  to  issue  ^Con- 
vertible Bonds,*  Such  bonds  give  the  purchasers 
the  privilege  of  exchanging,  within  a  certain  num- 
ber of  years,  their  bonds  for  a  certain  number  of 
shares  of  stock  in  the  company,  if  the  holder  so 
desires.    The  new  bonds  are  issued  to  pay  5%,  and 
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at  the  same  time,  the  stock  is  likewise  paying  5%. 
There  is,  however,  a  prospect  of  the  stock  paying 
6%  or  possibly  8%,  and  this  makes  the  convertible 
feature  quite  attractive.  In  other  words,  the  pur- 
chasers of  these  new  bonds  have  a  better  security 
than  stock,  and  in  addition ,  have  the  privilege  of 
converting  their  bonds  into  stock  at  any  time  that 
the  stock  should  become  especially  valuable.  This 
convertible  bond  issue  is  not,  however,  secured  by 
mortgage. 

"A  short  time  later  another  issue  becomes  due, 
and  as  money  rates  are  still  high  and  the  company 
does  not  wish  to  sell  another  convertible  issue,  it  is 
necessary  to  pay  this  latter  maturing  issue  in  some 
other  way.  Therefore,  the  company  extends  the 
old  bonds  for  a  period  of  years  by  paying  the  cur- 
rent rate  of  interest.  These  latter  bonds  are  known 
as  ^Extended  Bonds.^  " 

Equipment  Bonds,  Terminal  Bonds  and 

Land  Grant  Bonds 

"We  will  now  assume  that  it  becomes  necessary 
for  this  Great*  Eastern  Railroad  Company  to  buy 
more  equipment,  and  a  new  bond  issue  is  created 
secured  by  this  new  equipment.  These  bonds  are 
known  as  *  Equipment  Bonds.*  Again,  the  com- 
pany desires  to  build  a  passenger  station  in  Chi- 
cago, and  purchases  a  tract  of  land  and  builds  a 
station  thereon.  The  money  is  obtained  by  creat- 
ing an  issue  of  bonds  secured  solely  upon  the  pas- 
senger station  and  the  land  upon  which  it  stands. 
These  latter  bonds  are  known  as  ^Terminal  Bonds.* 
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**  Later,  the  company  comes  into  possession  of 
large  tracts  of  land,  and  in  order  to  build  branches 
thereto  for  developing  the  property,  issues  some 
^Land  Grant  Bonds. ^  These  bonds  are  secured 
both  on  the  branch  railroad  and  the  lands  adjoin- 
ing, and  the  bonds  are  reduced  as  the  land  is  sold. 
All  three  of  these  classes  of  bonds  have  usually  been 
safe  and  attractive/' 

Refunding  Bonds  and  Other  Classes 

*'The  company  has  now  so  many  bond  issues 
outstanding  that  it  becomes  desirable  to  consolidate 
all  of  the  issues  into  one  issue.  The  directors  there- 
fore execute  one  large  mortgage  called  a  refund- 
ing mortgage  upon  the  entire  property  which  is 
sufficient  to  provide  bonds  that  may  be  sold  when- 
ever any  of  the  other  underlying  bonds  become  due. 
As  more  underlying  bonds  become  due,  the  security 
for  these  Refunding  Bonds  increases,  for  they  are 
becoming  secured  by  a  first  mortgage  on  more  prop- 
erty. Eventually  all  of  the  underlying  mortgages 
will  mature,  and  the  refunding  mortgage  will  be  a 
first  mortgage  upon  all  of  the  property.  This 
period,  however,  will  not  be  reached  until  all  of  the 
iesues  above  mentioned  are  either  paid  or  exchanged 
for  the  Refunding  Bonds.  There  are  other  classes 
of  bonds,  such  as  Income  Bonds,  Participating 
Bonds,  etc.;  but  space  will  not  permit  a  description 
of  these  here." 

Some  companies  are  not  honest  in  naming  their 
issues   and   sometimes   call   an   issue   by   a   more 
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attractive  name  in  order  to  make  it  more  salable. 
This  means  that  one  cannot  depend  entirely  upon 
the  title.  This  beinR  the  case,  the  investor  cannot 
safely  buy  bonds  simply  because  they  are  called 
"first  mortgage  bond^i." 

Not  only  are  bonds  such  as  the  Toledo,  St.  Louis 
&  Western  Railroad  4's  due  1950  called  "First 
Mortgage"  bonds  when  in  reality  they  are  purely 
''Second  Mortgage"  bonds,  but  the  names  of  roads 
are  also  misleading.  A  very  simple  illustration  of 
this  is  the  case  of  the  "European  &  North  American 
Railway"  which,  although  its  name  signifies  a 
transcontinental  line,  is  a  little  road  only  114  miles 
long  locate*!  between  Bangor  and  Vanceboro,  Maine. 
'  Aa  the  road  is  now  leased  by  the  Maine  Central 
Railroad  Company,  its  securities  should  be  abso- 
lutely good;  but  it  nevertheless  serves  as  a  very 
good  illustration  of  the  fact  that  the  investor  can- 
not depend  upon  the  name  alone. 

Therefore,  even  if  a  bund  issue  is  said  to  be 
secured  by  a  first  mortgage  on  a  property  with  a 
high  sounding  name,  investors  should  investigate 
further,  and  reHable  bond  salesmen  will  gladly  give 
all  the  information  desired.  In  tliis  way  the  in- 
vestor may  learn  whether  or  not  both  the  corpora^ 
tion  and  the  bond  are  correctly  named,  especially 
if  the  explanation  is  accompanied  by  a  copy  of  the 
mortgage  and  a  map  showing  the  location.  There- 
fore, when  investing  in  bonds,  unless  one  is  espe- 
cially traijied  or  willing  to  leave  the  matter  entirely 
with  his  banks  and  the  bond  house  which  his  bank 
recomiuL-n<la,  he  should  first  decide  in  wliich  of  the 
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above   mentioned    classes   of   bonds   he   wishes 
invest,  and  then  ascertain  whether  or  not  the 
which  he  is  considering  are  correctly  named, 
of  what  the  security  consists. 

Of  the  various  classes  of  bonds  above  mentioni 
the  most  interesting  are  "Convertible  Bonds" 
"Equipment  Bonds."  There  are  now  out«tan< 
only  a  few  issues  of  la.  '  it  bonds  and 
bonds,  although  both  o.  .  se  elas-ses  stand  very' 
high.  Moreover,  land  graiiu  bonds  are  constaatiy 
being  paid  instead  of  being  n  funded  and  are  there- 
fore becoming  more  and  more  scarce,  so  that  event- 
ually the  large  systems  will  have  none  outstanding. 

The  reverse,  however,  is  true  of  equipment  bonds. 
A  roftd  may  double  track  its  property  and  reach 
a  limit  on  such  improvements,  as  the  eliminfl^ 
tion  of  grades,  curves,  etc.,  but  it  can  never  reach  a 
limit  on  the  amount  of  equipment  needed.  So  long 
as  the  country  grows,  the  railroads  will  contuiually 
need  more  and  more  equipment,  and  more  equip- 
ment bonds  will  be  issued.  Many  roads  also  are  so 
heavily  mortgaged  already  that  a  new  mortgage 
does  not  now  appeal  to  the  investor  even  although 
the  new  mortgage  be  given  for  the  purpose  of 
quiring  equipment.  Therefore,  instead  of  pli 
another  general  mortgage  on  their  properties,  mi 
companies  issue  equipment  bonds  secured  by 
mortgage  on  the  equipment  purcha.sed.  It  is  prob- 
able tliat  the  greatest  need  of  the  railroads  during 
the  coming  years  will  be  for  equipment,  and  tl 
purchase  of  this  equipment  will  be  fiiiancef" 
issuing  equipment  bonds. 
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Debenture  Bonds  and  Collateral  Trust 
Bonds 

We  will  now  continue  the  above  illustration  by 
assuming  that  this  same  Great  Eastern  Railroad 
Company  with  bonds  outstanding  becomes  very 
prosperous  and  commands  a  very  high  credit,  while 
the  directors  desire  to  borrow  money  for  a  through 
syat«m  of  block  signals  or  something  of  a  similar 
nature.  They  think,  however,  it  is  entirely  un- 
necessary to  place  another  mortgage  upon  the  prop- 
erty, and  therefore  issue  notes  of  the  company,  that 
is,  plain  "promises  to  pay"  without  security  of  any 
kind.  These  notes  are  known  as  "Debenture  Bonds." 
,  These  are  the  character  of  bonds  which  the  Boston 
&  Maine  Railroad  Company  and  the  New  York, 
New  Haven  &  Hartford  Railroad  Company  issue 
and  which,  in  the  case  of  such  roads,  should  be 
good;  but  in  many  other  cases — where  preceded 
by  mortgage  bonds— are  undesirable. 

We  will  now  assume  that  the  company  desires  to 
purchase  the  stock  of  another  railroad  which  is 
operating  in  adjoining  territory.  To  do  this,  the 
company  buys  said  stock  and  immediately  deposits 
the  same  with  a  trust  company  and  issues  notes 
"payable  to  bearer"  in  coupon  form,  secured  by 
said  stock.  Excepting  for  the  stock  deposited, 
these  notes  have  no  more  security  than  the  deben- 
ture bonds  mentioned  in  the  preceding  paragraph; 
but  owing  to  the  collateral,  these  latter  bonds,  which 
are  issued  to  buy  the  stock  of  the  company  operat- 
ing in  adjoining  territory,  are  known  as  "CoUato'al 
Trust  Bonds." 
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After  buying  the  stock  as  above,  let  us  assume 
that  the  directors  become  desirous  of  purchasing 
the  stock  in  another,  but  larger  company  operating 
in  adjoining  territory.  Upon  commencing  to  buy 
the  stock  in  this  second  company,  they  find  that  the 
f  directors  of  another  road  are  likewise  endeavoring 

to  buy  the  same  stock,  and  in  order  to  prevent  forc- 
ing up  the  price  to  a  prohibitive  figure,  the  two 
companies  unite,  and  each  buys  one-half  of  the 
I'i  stock  (or  rather  buys  the  stock  in  common),  and 

k  deposits  said  stock  jointly  with  a  trust  company  and 

1  issues  joint  notes  secured  by  said  stock.    In  reality 

j;  \l  these  notes  are  simply  Collateral  Trust  Bonds,  but 

f .  they  are  signed  by  both  companies  instead  of  one 

|,  company.     Owing   to   this   latter  fact,    they   are 

known  as  ^^  Joint  Bonds  J  ^ 


Guaranteed  Bonds  or  Assumed  Bonds 

Of  course,  both  of  these  sub-companies,  the  stock 
of  which  was  bought  by  the  original  company,  have 
dependent  bond  issues  outstanding.  We  will  as- 
sume that  one  of  them  wishes  to  sell  another  issue 
for  double-tracking.  In  order  to  help  the  sale  of 
this  new  issue,  the  parent  company  guarantees  it. 
Such  bonds  are  known  as  ^^  Guaranteed  Bonds  J  ^ 
Moreover,  when  the  stock  of  a  company  is  pur- 
chased, it  is  often  agreed  that  if  the  sub-company 
should  sell  additional  bonds,  the  bonds  already  out- 
standing will  be  assumed  by  the  parent  company. 
This  is  insisted  upon  by  the  stockholders  of  the 
smaller  company  before  they  agree  to  the  sale  of 
the  property,  as  it  often  happens  that  the  stock- 
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holders  also  hold  the  majority  of  the  bonds  of  the 
smaller  road.  In  such  a  case  these  old  boDda  are 
henceforth  known  aa  "Aasutned  Bonds." 

Of  these  various  issues  it  wiJI  be  seen  that  the 
last  two  are  in  reality  but  new  names  for  bonds 
previously  mentioned  and  are  of  the  same  general 
character,  excepting  that  they  are  guaranteed  by 
another  company  to  aid  in  their  sale.  Bonds  which 
should  be  safe  without  any  guaranty,  should  when 
guaranteed  be  especially  attractive,  particularly  if 
the  guaranteeing  company  is  prosperoua  and  of 
long  standing;  but  if  not  safe  vnlkout  a  guaranty, 
they  should  not  be  recommended  as  investments. 
For  these  reasons,  inexperienced  investors  should 
be  loath  to  purchase  any  of  these  three  classes 
excepting  when  issued  by  large  and  prosperoua 
corporations,  the  stocks  of  which  are  listed  and 
actively  sell  at  a  premium. 

All  debenture  and  collateral  trust  bonds  should 
be  moat  carefully  studied  before  one  invests  therein. 
Regarding  the  three  issues,  namely,  debenture 
bonds,  collateral  trust  bonds  and  joint  bonds,  given 
the  saine  company  with  all  three  issues  outstanding 
and  with  collateral  of  equal  value,  the  "Joint  Bonds" 
should  be  the  safest  and  the  "Collateral  Trust 
Bonds"  should  i-ank  next,  as  each  of  these  issues 
have  all  the  strength  of  the  "Debentures"  with 
the  collateral  in  addition.  On  the  other  hand,  a 
plain  debenture  bond  of  one  company  may  be  a 
very  much  safer  investment  than  the  collateral 
trust  bond  of  another  company. 
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Moreover,  some  of  the  largest  losses  incurred  by 
bond  buyers  have  come  from  purchasing  collateral 
trust  bonds  secured  by  stock  of  companies  where 
the  first  mortgage  bondholders  have  foreclosed  and 
taken  the  property,  this  resulting  in  a  total  loss  to 
the  holders  of  the  collateral  trust  bonds.  Where 
the  collateral  consists  of  stock,  collateral  trust  bonds 
are  wholly  junior  to  even  the  ''Debenture  Bonds'' 
and  to  the  floating  debt  of  the  controlled  companies. 
This  was  illustrated  in  the  case  of  the  old  Consoli- 
dated Steamship  Company  bonds,  which  were 
actively  traded  in  at  Boston  a  few  years  ago.  These 
bonds  were  secured  by  stock  of  four  important 
steamship  lines  operating  on  the  Atlantic  Coast, 
and  were  dependent  for  their  interest  charges  on 
the  dividends  received  from  the  stock  deposited  as 
security.  As  the  four  subsidiary  lines  were  not 
obliged  to  pay  dividends  on  their  stock,  this  put  the 
owners  of  these  4%  collateral  trust  bonds  in  a  very 
awkward  position. 

Moreover,  when  these  bondholders  pressed  their 
claims  and  attempted  foreclosure,  they  found  that 
they  could  simply  foreclose  ai^  take  the  stock  but 
could  not  take  the  actual  property,  as  the  holders  of 
the  floating  debt  of  these  subsidiary  companies 
came  ahead  of  these  collateral  trust  bondholders, 
and  thus  could  dictate  the  policy.  This  resulted  in 
a  reorganization  wherein  the  holder  of  $5,000  Col^ 
lateral  Trust  4%  bonds  received  only  one  $1,000 
5%  bond  in  exchange,  which  5%  bond  is  the  one 
now  quoted  on  the  Boston  Stock  Exchange. 
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Two  Sides  of  All  Issues 
Those  who  are  considering  purchasing  any  of  the 
classes  of  bonds  herein  nientiontid,  should  consider 
the  following:  Convertible  bonds  of  established 
companies  are  usually  very  attractive  when  they 
are  selling  at  a  reasonable  price  and  usually  offer 
the  greatest  opportunity  for  profit;  although  also 
for  loss.  (This  latter  chance  is  illustrated  by  the 
cases  of  convertible  bonds  of  certain  well  known 
mining  companies  for  which  many  stockholders 
paid  around  par  and  interest.  These  bonds  are 
now  selling  at  only  a  small  fraction  of  the  original 
coat.)  Nevertheless,  convertible  bonds  of  well 
established  railroad  companies  are  often  very  at- 
tractive; such  special  issues  are  usually  secure  and 
offer  a  good  opportunity  for  profit,  A  writer  once 
referred  to  a  convertible  bond  issue  as  a  "balloon 
with  a  life  preserver  attached. "  Of  course  it  ia  the 
balloon  feature,  namely,  the  privilege  of  sharing 
with  the  stockholders  any  lai^e  increase  in  the  value 
of  the  stock,  that  makes  convertible  bonds  attrac- 
tive, although  as  a  rule,  stocka  of  companies  having 
large  convertible  bond  issues  outstanding  do  not 
enjoy  large  increases  in  market  price.  However, 
nearly  all  convertible  bonds  of  estabhshed  companies 
show  larger  increases  in  price  than  almost  any  other 
class  of  bonds  above  mentioned.  This  increase  is 
especially  large  after  or  during  a  period  of  depres- 
sion when  stocks  have  been  selling  very  low. 

On  the  other  hand,  at  the  time  of  a  drop  in  stocka, 
during  or  following  a  period  of  prosperity,  a  decline 
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in  convertible  bonds  is  usually  greater  than  that 
of  almost  any  other  class  of  bonds.  Convertible 
bonds  are  usually  only  junior  liens,  and  in 
many  instances,  mere  debenture  bonds  of  the  issu- 
ing companies.  Therefore  it  is  a  general  opinion 
among  conservative  bankers  that,  excepting  the 
very  best  issues,  such  bonds  should  not  be  purchased 
by  the  investor  who  does  not  study  fundamental 
business  conditions.  Persons  who  prefer  to  pur- 
chase stocks  are  recommended  to  seriously  consider 
convertible  bonds;  but  they  are  not  to  be  recom- 
mended to  persons  who  now  confine  their  purchases 
to  the  high  grade  bonds. 

Equipment  bonds  are  attractive  on  account  of 

the  high  yield.    They  are  also  usually  well  secured; 

but  the  best  equipment  bonds  run  for  only  a  short 

period,  which  is  a  distinct  objection.    In  a  period 

I  \  when  bonds  are  high,  a  wise  investor  purchases 

only  short  term  notes  of  about  two  years'  duration, 
\  and  in  a  period  when  bonds  are  cheap,  he  purchases 

!  long  term  bonds.    Therefore,  most  investors  have 

little  use  for  bonds  running  about  ten  or  fifteen 
\  years,  the  usual  duration  of  equipment  bonds,  as 

•  they  do  not  answer  the  purpose  of  either  short  or 

long  term  bonds  and  usually  mature  at  the  very 
worst  possible  time  from  an  investor's  point  of  view. 
Moreover,  the  purchaser  of  equipment  obligations 
should  carefully  consider  the  value  of  the  equip- 
ment securing  the  issue,  and  always  insist,  upon 
receiving  a  copy  of  the  legal  opinion  which  the  firm 
offering  the  securities  should  have  on  file. 

The  contract  providing  for  the  use  of  the  equip- 
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merit  is  public  property,  and  is  usually  printed  as 
a  part  of  the  indenture.  With  equipment  bonds 
properly  secured,  each  car  or  locomotive  is  plainly 
marked  so  as  to  identify  the  mortgaged  property, 
and  the  par  value  of  the  issue  should  not  exceed  60% 
of  the  total  cost  of  the  equipment,  although  some  of 
the  larger  roads  issue  equipment  bonds  up  to  90% 
of  the  cost.  There  should  also  be  proper  provision 
compelhng  the  company  to  maintain  the  efficiency 
of  the  equipment.  In  short,  equipment  bonds  are 
similar  to  notes  secured  by  a  chattel  mortgage  on 
any  other  property.  If  the  property  has  a  good 
market  value  and  can  be  sold  and  transferred  and 
the  legal  work  has  been  properly  done,  the  notes 
are  well  secured  and  often  the  security  is  preferable 
to  real  estate  security;  but  unless  these  features  are 
compUed  with,  a  chattel  mortgage  is  unattractive. 
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CHAPTER  VII 

LISTED  AND  UNLISTED  SECURITIES 

I  HE  dealers  of  investment  securities  in  London 
are  divided  into  two  classes,  namely,  the 
bankers  or  brokers  who  handle  listed  se- 
curities on  commission,  and  dealers  or  merchants 
who  handle  the  unlisted  bonds*  If  occasion  should 
arise  to  look  up  these  investment  houses  in  the  tele- 
phone or  business  directory,  it  would  be  found  that 
the  banks  dealing  in  the  unlisted  securities  would 
appear  as  merchants  in  the  same  class  as  the  wool 
merchants,  dry  goods  merchants,  tea  merchants, 
etc.  The  banks  dealing  in  the  listed  securities 
would  be  classified  as  banks  or  dealers  in  investment 
securities. 

This  illustrates  extremely  well  the  difference 
between  the  dealers  in  listed  and  the  dealers  in 
unlisted  securities,  although  in  this  country  there 
is  very  little  distinction,  as  most  reputable  dealers 
handle  both  listed  and  unlisted.  In  London,  how- 
ever, the  distinction  is  more  closely  drawn.  For 
instance,  the  bond  merchant  is  allowed  to  advertise 
his  wares,  the  same  as  the  dry  goods  merchant 
and  the  tea  merchant;  but  the  broker  is  forbidden 
to  advertise  in  any  such  way.  Not  only  do  the 
rules  of  the  London  Stock  Exchange  absolutely  for- 
bid any  newspaper  advertising  of  any  kind,  but  the 
London  brokers  do  not  send  circulars  to  any  but 
their  regular  clients. 
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How  Bonds  Are  Listed 
Bonds  of  large  issues — especially  on  large  rail- 
road companies — which  have  been  outstanding  for 
a  sufficient  time  to  acquire  a  wide  market  and  in 
which  there  is  trading  almost  every  day,  have  grad- 
ually come  to  be  "listed."     That  is,  the  company 
issuing  the  bonds  fills  out  an  elaborate  blank,  which 
includes  a  description  of  its  various  classes  of  bonds 
with  the  amounts  outstanding,  together  with  an 
application  to  the  New  York  Stock  Exchange  to 
have  the  bonds  listed.     "Listed"  means  that  they 
.  can  be  traded  in  by  the  members  on  the  floor  of 
f  the  Exchange,   and   that   quotations   of  the  sales 
I  will  be  published  by  the  Exchange,  both  in  its  offi- 
I  oial  sheets  and  on  the  tape.     Of  course,  the  company 
I  IB  obliged  to  agree  to  certain  conditions  and  also 
I  to  pay  a  certain  sum  of  money;  but  it  gives  a  cer- 
I  tain  wide  market  and   pubhcity  to  these  issues, 
'  which  is  well  worth  the  trouble  and  expense. 

Of  course,  when  it  comes  to  actual  figures,  there 
\  are  many  unlisted  issues,  such  as  the  City  of  Boston 
I  bonds,'  for  instance,  wherein  the  trading  and  the 
market  fully  equal  that  of  many  of  the  listed  issues. 
In  fact  there  are  many  listed  issues  which  are  not 
traded  in  oftener  than  once  a  month.     Neverthe- 
less, there  are  certain  individuals  and  institutions 
who  will  not  buy  bonds  imless  they  are  listed,  and 
therefore  to  obtain  their  market  certain  large  cor- 
porations arrange  to   have  their  issues  listed   as 
^  above  outhned. 

This    especially    applies    to   foreign   purchasers, 
k  and  it  is  well  illustrated  by  the  following:     A  repre- 
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sentative  of  an  American  bond  house  in  Amsterdam 
was  in  great  haste  to  reach  the  cable  office.  He 
would  not  be  delayed,  saying  that  he  had  sold  some 
bonds  "on  condition  that  they  were  being  listed  on 
the  New  York  Stock  Exchange,  as  these  Dutch  in- 
vestors insist  upon  this."  In  short,  he  was  cabling 
his  New  York  office  to  hurry  an  application.  Said 
he,  "Whether  or  not  they  are  ever  traded  in  on  the 
New  York  Stock  Exchange,  I  do  not  care;  but  we 
must  have  them  listed  there  in  order  to  sell  them 
here."  This  simply  shows  that  some  people  lay 
great  stress  on  listing  a  bond;  however,  listing  in 
itself  is  not  sufficient  to  provide  a  market.  The 
main  point  to  notice  is  whether  or  not  the  bond  is 
actively  traded  in  with  a  wide  market,  and  with 
published  quotations  every  day  over  a  long  period 
of  time. 

Quotations  and  Rates  of  Commission 

on  Listed  Bonds 

In  the  daily  papers  will  be  found  a  list  of  bonds 
which  are  listed  on  the  New  York  Stock  Exchange, 
and  actively  dealt  in  each  day  with  the  high  and 
low  prices  of  the  day.  Some  daily  papers,  usually 
in  the  larger  cities,  have  the  complete  bond  sales  for 
the  day;  that  is,  instead  of  quoting 

low  high 

X-Y-Z4's  70  71 

they  will  give  the  total  sales  of  X-Y-Z  4's  during 
the  day  as  follows: 
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For  a  complete  list  of  the  bonds  listed  on  the 

New  York  Stock  Exchange  with  the  last  sales,  one 

[  should  refer  to  the  official  sheets  of  the  New  York 

;  Stock  Exchange  which  may  be  seen  in  any  broker's 

1  office.    It  should  be  remembered,   however,  that 

two  official  lists  are  published,  one  giving  the  sales 

for  the  day,  and  the  other  giving  a  complete  list 

of  the  several  hundred  listed  issues  with  the  last 

sale,  which  may  have  been  a  month  or  even  six 

months  ago. 

When  selling  inactive  listed  bonds,  some  brokerage 
firms  charge  whatever  commission  they  can  get,  or 
;  to  usa  a,  railroad  phrase,  "whatever  the  traffic  will 
r,"  one-fourth  of  one  per  cent,  one-half  of  one 
I  per  cent,  or  possibly  one  per  cent  or  more.  Firms 
I  which  are  not  members  of  the  New  York  Stock  Ex- 
f  change  may  charge  whatever  they  wish  on  any  bond 
[  issue,  whether  listed  or  otherwise.  Finns  which 
;  members  of  the  New  York  Stock  Exchange, 
I  however,  should  charge  only  one-eighth  of  one  per 
\  cent  on  issues  which  are  listed,  while  they  may 
I  charge  any  rate  which  they  desire  on  issues  which 
I  are  unlisted.  One-eighth  of  one  per  cent  is  J1.25 
I  of  a  thousand  dollar  bond. 

Some  persons  look  upon  this  as  an  advantage 
I  possessed  by  listed  bonds.  It  is  true  that  a  firm 
Lwill  charge  a  commission  of  one-eighth  of  one  per 
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cent  on  a  listed  bond,  and  may  demand  a  larger 
commission  on  an  unlisted  bond,  but  said  firm  will 
give  much  less  thought  and  attention  in  aiding  a 
customer  who  desires  a  listed  bond.  The  extra  at- 
tention received  from  bond  firms  which  are  not  stock 
exchange  members  is  sometimes  well  worth  the  extra 
commission  which  one  is  sometimes  obliged  to  pay 
such  firms.  In  fact,  one  of  the  very  best  thmgs 
which  the  New  York  Stock  Exchange  could  do  to 
establish  a  more  general  interest  in  securities,  would 
be  to  have  a  minimum  commission  of  five  dollars 
on  a  thousand  dollar  bond  or  ten  shares  of  stock. 
Under  present  conditions  a  stock  brokerage  house 
cannot  live  without  the  speculative  business,  and  it 
actually  entails  a  loss  for  them  to  develop  a  small 
investment  business.  If,  however,  stock  exchange 
firms  could  have  the  aid  of  the  New  York  Stock 
Exchange  in  developing  such  business,  the  policy 
would  not  only  increase  their  clientele,  but  would 
cause  a  larger  and  broader  interest  in  standard 
securities.  This  would  eventually  result  greatly 
to  the  benefit  of  the  dealers,  the  investors  and  the 
corporations  of  our  country.  Therefore,  the  chief 
advantage  of  listed  bonds  is  not  that  they  may  be 
bought  or  sold  for  a  small  fixed  coromission,  but 
that  they  may  be  bought  or  sold  at  any  time, — 
because  there  usually  is  always  some  market  at  some 
published  quotation. 

Why  All  Bonds  Are  Not  Listed 

Surprising  as  it  may  seem,  only  about  five  per 
cent  of  the  bond  issues  outstanding  today  are  listed 
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bonds.  In  view  of  the  above  mentioned  demand 
for  listed  bonds,  the  question  naturally  arises  why 
all  issues  are  not  listed,  and  why  all  investors  do 
not  insist  on  buying  listed  bonds.  The  reason  lies 
*  in  the  fact  that  the  bond  business  is  like  any  other 
business;  when  dealing  with  reputable  firms,  the 
purchaser  receives  what  he  pays  for,  no  more  and 
no  less.  If  a  firm  gains  only  a  small  profit  for 
performing  a  certain  service,  it  naturally  cannot 
^ve  much  time  to  the  work.  If  the  work  can  be 
made  to  yield  larger  returns,  the  customers  will 
receive  more  careful  attention,  not  only  because 
more  is  due  to  the  customer,  but  also  in  order  to 
retain  this  profitable  clientele.  One  should  use  the 
same  care  in  selecting  a  bond  dealer  as  in  selecting 
a  physician.  For  this  reason,  thrre  is  no  doubt  but\ 
that  most  investors  get  much  better  attention  from  \ 
the  established  dealers  in  unlisted  bonds  than  from/ 
the  average  stock  exchange  firm  which  buys  and! 
sells  only  the  listed  issues. 

To  illustrate  this  point: — ^When  an  investor  de- 
cides to  buy  a  listed  bond,  he  usually  must  select 
the  issue  in  which  he  intends  to  invest,  and  then 
give  the  order  to  a  stock  exchange  firm  for  its 
brokers  to  execute  in  a  mechanical  way.  If  the 
investor  has  selected  a  good  bond,  the  result  is  satis- 
factory; but  if  the  investor  has  not  selected  a  good 
bond  and  has  made  a  loss,  it  is  final  and  he  has  no 
complaint  either  legally  or  morally.  The  firm  is 
simply  required  to  execute  the  order,  and  if  the 
purcha'ge  is  a  total  loss,  the  brokers  are  not  in  any 
way  to  blame. 
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If,  on  the  other  hand,  the  investor  goes  to  an 
established  firm  and  asks  them  to  recommend  a 
bond  for  permanent  investment,  this  firm  is  willing 
to  assiune  a  certain  amount  of  moral  liability. 
Owing  to  this  fact,  therefore,  such  established  firms 
usually  give  most  careful  attention  to  the  selection 
of  an  issue  for  such  an  investor.  For  instance, 
before  any  of  the  large  and  established  houses  will 
become  identified  with  an  issue,  it  spends  large 
siuns  of  money  for  the  services  of  engineers  and 
attorneys,  who  make  most  careful  examination  of 
all  details  connected  with  the  issue.  These  firms 
not  only  spend  the  money  in  the  investigation  of 
the  issues  which  have  been  purchased,  but  spend 
very  large  sums  in  studying  many  other  issues 
which  are  never  purchased.  In  fact,  one  of  the 
partners  of  a  large  firm  stated  recently  that  his  firm 
purchased  bonds  of  less  than  five  per  cent  of  the 
properties  which  they  examined,  and  that  last  year 
they  spent  nearly  a  quarter  of  a  million  dollars  on 
engineering,  legal  work,  and  other  expenses  con- 
nected with  studying  new  issues.  It  will  be  seen, 
therefore,  that  such  an  organization  is  a  great  safe- 
guard to  the  permanent  investor  desiring  only  the 
highest  rate  of  interest  procurable  with  safety,  and 
who  does  not  care  for  a  market  in  order  to  liqui- 
date. 

Not  only  is  it  a  great  advantage  to  have  the  aid 
of  these  firms  in  selecting  an  issue  for  purchase,  but 
if  anything  goes  wrong,  these  firms  which  origin- 
ally offered  the  issue,  will  take  charge  of  the  reor- 
ganization  and    fight    for    the   interests   of    their 
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clients,   the  bondhoiderfi,  to  whom  they  sold  the 
bonds. 

When  buying  a  hsted  bond,  the  investor  often 
has  no  one  to  represent  him  impartially.  Althounh 
a  "  bondholders'  committee "  is  always  formed 
when  the  bonda  are  listed  with  no  one  house  which 
feels  responsible^  the  investor  is  not  sure  whether 
the  committee  is  formed  in  the  interest  of  the  bond- 
holders, the  floating  debt  holders,  or  the  stock- 
holders. In  the  case  of  high  grade  unlisted  bonds, 
however,  it  is  reasonably  safe  to  assume  that  the 
firm  which  stood  responsible  for  the  issue  is  inter- 
ested only  in  making  that  issue  good,  or  m  obtaining 
principal  and  interest  for  each  bondholder. 

Dealers'  Commissions  on  Unlisted  Issues 

It  is  impossible  for  these  dealers  in  unlisted 
bonds  to  perform  this  work  for  the  fractional  com- 
mission, such  as  stock  exchange  firms  receive  for 
selling  listed  bonds,  and  experience  has  shown  that 
such  dealers  are  entitled  to  a  profit  of  from  five  to 
ten  per  cent.  In  reality,  therefore,  this  is  a  mer- 
chant's profit  and  not  a  commission.  These  dealers 
in  unUsted  securities  go  into  the  market  and  buy 
entire  bond  issues  at  wholesale,  the  same  as  the  dry 
goods  merchants  buy  cloth  and  the  tea  merchants 
buy  tea,  and  then  sell  the  bonds  at  retail.  For 
instance,  a  large  bond  housts  would  buy  a  million 
dollar  issue  for  about  nine  hundred  and  fifty  thou- 
sand dollars  or  possibly  less,  and  then  sell  these 
bonds  on  some  sucli  basis  as  follows: 

Persons  buying  one  bond  are  chained  par  and 
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interest;  and  persons  buying  lots  of  twenty-five 
thousand  can  obtain  them  usually  at  a  little  dis- 
count. This  is  entirely  just,  for  the  firm  cannot 
afford  to  sell  one  bond  for  less  than  par;  on  the 
other  hand,  if  the  reader  or  any  other  wished  to 
purchase  the  entire  issue,  he  could  purchase  it  at  a 
very  low  figure.  It  is  owing  to  this  fact  that  these 
dealers  in  unUsted  issues  are  considered  in  London 
purely  as  "merchants, "  while  those  dealing  in  listed 
issues  are  known  as  "brokers,"  and  it  seems  that  it 
would  be  very  well  to  have  the  same  distinction  in 
this  country. 

Usually  the  higher  grade  the  bond  issue,  the 
easier  it  is  to  sell,  and  consequently  the  smaller  is 
the  profit  to  the  bond  dealer,  and  in  many  such 
cases  the  gross  profit  does  not  exceed  more  than 
two  or  three  per  cent.  On  the  other  hand,  the  lower 
grade  the  issue,  the  harder  it  is  to  sell  and  the 
greater  the  coromission;  in  fact,  some  of  the  six  per 
cent  industrial  and  irrigation  issues  now  on  the 
market  are  said  to  give  a  gross  profit  of  nearly 
twenty  per  cent  to  the  dealers.  Of  course,  there  are 
two  disadvantages  connected  with  such  issues,  apart 
from  the  risk,  viz.:  First  is  the  fact  that  there 
is  less  security  for  the  bonds,  less  money  having 
been  paid  in  to  the  company's  treasury  from  their 
sales,  and  consequently,  one  must  take  a  much 
greater  shrinkage  if  he  desires  to  sell.  Second^  the 
fact  that  the  greater  the  profit  to  the  dealer,  usually 
the  greater  shrinkage  an  investor  must  take  if  he 
desires  to  sell. 
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The  Leading  Objection  to  Unlisted  Bonds 

When  desiring  to  buy  a  listed  bond,  an  investor 
is  obliged  to  pay  only  a  commission  of  one-eighth  of 
one  per  cent,  and  likewise  when  sellinR  said  bond, 
the  commiasion  ia  limited  to  this  amount;  but  with 
unlisted  issues  this  ia  different.  Directly  after 
purchasing  an  unlisted  issue,  it  is  often  necessary 
to  take  a  loss  in  case  one  desires  to  sell,  and  this 
loss  is  proportionate  to  the  profit  received  by  the 
dealer.  Therefore,  a  very  good  rule  to  follow  is 
to  confine  one's  purdmses  of  unlisted  bonds  to  suck 
as  are  wanted  for  a  ■permanent  investment,  and  not 
buy  unlisted  bonds  with  the  idea  of  selling  them  again 
at  a  profit. 

Relative  Advantages  and  Disadvantages 

It  will  be  seen  from  the  above  that  both  classes  of 
bonds  have  their  advantages  and  disadvantages. 
-'Actively  traded-in,  listed  bonds  are  easy  to  buy  and 
easy  to  sell;  but  one  must  usually  take  his  own 
responsibility  when  making  a  purchase.  Unlisted 
bonds,  although  they  are  easy  enough  to  buy,  are 
often  difficult  to  sell;  but  when  dealing  with  a  good 
reputable  house,  the  purchaser  may  feel  that  the 
firm's  organization  is  not  only  selecting  the  issue 
with  great  care,  but  will  also  watch  and  protect 
it. 

Whether  the  weighing  of  these  advantages  and 
disadvantages  results  in  favor  of  listed  or  unhsted 
issues,  as  a  whole,  it  is  difficult  to  say.     Many  o£ 
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the  keenest  investors  prefer  listed  bonds — ^but  many 
equally  informed  prefer  unlisted.  These  advan- 
tages and  disadvantages  are  apparently  about  evenly 
balanced,  the  advantage  depending  upon  the  indi- 
vidual need  and  purpose  of  the  purchaser.  The 
following  is  a  good  rule  for  the  permanent  investor, 
vfe. : — 

v/  WHEN  BONDS  ARE  LOW  IN  PRICE  AND  THE  DE- 
MAND FOR  MONEY  GREATLY  EXCEEDS  THE  DEMAND 
FOR  SECURITIES,  PURCHASE  LISTED  CORPORATION 
BONDS,  AS  IN  THE  TIMES  OF  PANICS,  THE  LISTED 
BONDS  ARE  THOSE  SELECTED  TO  BE  THROWN  ON 
THE  MARKET  AND  CONSEQUENTLY  SHOW  THE  GREAT- 
EST DEPRECIATION  IN  PRICE.  WHEN  SELECTING  A 
LISTED  BOND,  HOWEVER,  ONE  SHOULD  CONFINE  HIS 
PURCHASE  TO  ONLY  THE  HIGHEST  GRADE,  AND 
REFUSE  TO  PURCHASE  ANYTHING  EXCEPTING  THOSE 
QUOTED  IN  THE  NEWSPAP^atft-EVERY  DAY. 

ON  THE  OTHER  HAND,  WHEN  THE  DEMAND  FOR 
BONDS  EXCEEDS  THE  DEMAND  FOR  MONEY,  THE  PUR- 
CHASE OF  HIGH  GRADE,  UNLISTED  BONDS  IS  TO  BE 
RECOMMENDED,  AS  WHEN  TOO  MANY  PEOPLE  WISH 
TO  PURCHASE  BONDS,  THE  PRICES  OF  LISTED  BONDS 
ARE  FORCED  ABNORMALLY  HIGH.  MOREOVER,  WHEN 
PURCHASING  SUCH  UNLISTED  ISSUES,  INVESTORS 
SHOULD  NOT  EXPECT  THE  OPPORTUNITY  TO  RE-SELL 
THEM  AT  A  PROFIT,  AS  THEY  ARE  FOR  THE  PER- 
MANENT INVESTOR  AND  NOT  FOR  THE  MAN  WHO 
DESIRES  TO  MAKE  A  PROFIT  ON  THE  LONG  SWINGS 
CAUSED  BY  THE  VARYING  DEMAND  FOR  MONEY  AND 
OTHER  SUCH  FACTORS. 
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Fundamental  Difference  Between  Stocks 
and  Bonds 

When  purchasing  a  bond,  you  purchase  an  obliga- 
tion of  a  company  which  matures  at  some  definite 
^date  when  the  canvpany  must  pay  the  principal  and 
'{irUerest   infuU   or   you   will    have   the   privilege   of 
foreclosing    and    taking    the    company's    property. 
ig  to  this  fact,  all  good  bonds  when  approach- 
maturity  usually  sell  approximately  at  their 
[par  value.     They  do  not  sell  much  above  their  par 
ilue  as  an  investor  who  holds  a  bond  until  ma- 
ity  loses  this  premium.     They  do  not  sell  much 
ilow  par  as  an  investor  will  not  sell  a  good  bond  at 
much  less  than  par,  because  he  is  sure  of  obtaining 
the  full   par  value  when  the  bond   matures.     Of 
course,  the  longer  the  time  a  bond  has  to  run  before 
maturity,  the  greater  uaualiy  is  the  premium  or  dis- 
count; and  conversely,  the  shorter  the  time  a  bond 
'has  to  run,  the  smaller  is  the  premium  or  discount. 
With  stocks,   however,   there  is  a  fundamental 
'erence.     When  purchasing  the  stock  of  a  rail- 
id   or   industrial    company,    there   is,    with  few 
•.ptions,  only  one  way  in  which  the  stock  can  be 
mged  to  money,  and  that  is  by  selling  the  siMk 
ody  else.     Of   course,   it   can   possibly   be 
■Bold  to  a  broker,  or  by  the  broker,  but  the  princi- 
ple is  just  the  same  because  the  broker  must  find 
some  one  else  to  whom  he  can  sell  it.     In  other 
words,  when  a  bond  is  purchased,  it  is  an  Migalion 
the  company  and  at  a  certain  date,  the  company 
lUst  pay  the  face  value  and  interest,  or  go  into 
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bankruptcy.  When,  however,  the  stock  of  a  com- 
pany is  purchased,  it  represents  only  sm  equity  in 
the  company,  and  if  nobody  else  wants  it,  it  is 
absolutely  impossible  to  obtain  any  money  back, 
as  the  company  is  under  no  obligations  to  ever  pay 
for  the  same.  For  this  reason  one  should  not  only 
give  much  more  thought  and  attention  when  bujdng 
stocks  than  when  buying  bonds,  but  it  is  very  im- 
portant that  the  stock  should  have  a  good  ready 
market.  It  is  also  much  more  serious  for  the 
investor  to  hold  inactive  stocks,  than  for  him  to 
hold  inactive  bonds,  for  the  following  reasons: — , 

(1)  It  is  much  easier  to  sell  active  or  listed 
stocks  than  to  sell  inactive,  unlisted  stocks.  As 
an  investor  may  need  to  sell  some  of  his  invest- 
ments at  any  time,  it  is  quite  important  that  he 
should  be  able  to  do  so. 

(2)  It  is  very  much  easier  to  keep  informed  as 
to  the  standing  and  value  of  active,  listed  stocks 
than  of  inactive,  unlisted  stocks.  As  there  is  no 
obligation  on  the  part  of  the  company  to  purchase 
the  stock  at  any  given  date  or  at  any  given  price  as 
in  the  case  of  bonds,  it  is  necessary  that  the  investor 
keep  posted  as  to  the  value  of  his  stock. 

Listed  Stocks 

Of  course,  intrinsically  there  is  no  reason  why 
an  unlisted  stock  should  not  be  fully  as  good  as  a 
listed  stock,  and  there  are  many  unlisted  stocks 
which  intrinsically  are  better  than  many  listed 
stocks;  but  all  investors  when  buying  stocks  should 
be  advised  to  conjme  their  purchases  solely  to  listed^ 
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■active,  high  grade  stocks,  urdesa  desiring  to  invest 
in  some  local  enterprise  with  the  business  and  man- 
agement of  which  they  are  fully  familiar.  If  a 
stock  is  listed,  it  is  possible  to  always  keep  in 
touch  with  the  value,  and  sell  it  before  the  loss 
becomes  too  great;  but  if  the  stock  is  unlisted,  there 
is  no  way  to  keep  in  touch  with  the  value,  and  one 
often  does  not  know  that  anything  has  gone  wrong 
until  he  finds  that  the  stock  is  absolutely  valueless. 
Although  some  stocks  hsted  on  the  New  York 
Stock  Exchange  are  of  little  value,  yet  none  of 
these  stocks  are  issued  or  advertised  in  a  fraudulent 
."Way  or  by  misrepresentation.  There  are  many  of 
our  large  industrial  companies,  the  stocks  of  which 
are  listed  on  the  New  York  Stock  Exchange,  and 
which  sell  for  only  $10  or  $20  a  share  with  a  par 
value  of  $100.  It  is  true  that  these  stocks  are  not 
high  grade  stocks  and  may  not  represent  any  actual 
value  whatever  other  than  good-will  and  voting 
power.  On  the  other  hand,  although  the  stock 
which  sells  at  $10  a  share  may  not  be  worth  a  cent 
more  than  SIO  a  share,  nevertheless,  in  many  cases, 
it  is  worth  the  SIO  a  share  at  which  it  is  selhng 
amply  for  its  voting  power  and  the  fact  that  it 
carries  control  of  a  vast  industry.  Therefore, 
although  only  the  purchase  of  the  high  grade,  divi- 
dend-paying, standard,  listed  stocks  is  to  be  rec- 
onmiended,  nevertheless,  if  one  is  determined  to 
purchase  a  low  grade,  speculative  stock,  he  had 
much  better  take  his  chances  by  purchasing  oue  of 
active,  cheap  stocks  listed  on  the  New  York 
Stock  Exchange  than  to  purchase  any  of  the  inact- 
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ive  stocks  advertised  in  the  Sunday  newspapers  at 
$1  to  $10  a  share  or  at  any  other  figure.  Ninety- 
nine  out  of  one  hundred  losses  made  by  investors 
each  day  come  from  the  purchase  of  stocks  which 
are  not  listed  on  the  New  York  Stock  Exchange. 
New  York  Stock  Exchange  is  cited,  as  a  short  time 
ago  an  advertisement  appeared  in  one  of  the  papers 
of  a  certain  stock  which  was  practically  worthless, 
but  at  the  bottom  of  the  advertisement  were  these 
words: — 

"This  stock  is  a  listed  stock,  thus  assuring  to  the 
purchaser  an  active  market.'' 

This  particular  "listed"  stock  was  listed,  how- 
ever, on  an  insignificant  stock  exchange  in  a  small 
western  city.  It  is  true  that  there  are  some  out- 
side exchanges  such  as  the  Boston  Stock  Exchange, 
the  Philadelphia  Stock  Exchange,  the  Baltimore  \ 

S.tock  Exchange  and  others  which  are  operated  in  f 

a  high  grade  way,  the  securities  being  scrutinized 
before  being  listed.  With  a  very  few  exceptions, 
it  is  well  for  the  average  investor  who  buys  stocks 
to  confine  his  purchases  to  stocks  listed  and  actively 
traded  in  on  the  New  York  Stock  Exchange. 

Frauds  Played  on  Investors 

Avoid  all  unlisted,  inactive  stocks,  especially 
those  of  new  companies  when  advertised  broadcast 
at  a  low  price  per  share.  As  it  is  impossible  to 
obtain  with  safety  a  net  income  of  more  than  4| 
to  5%  on  good  bonds,  so  it  is  impossible  to  obtain 
with  absolute  safety  a  net  income  of  more  than 
from  5|  to  6%  on  stocks.     Whenever  a  stock  is 
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■advertised  to  net  more  than  7%,  investors  may  rest 

assured  that  it  is  not  an  absolutely  high  grade  stork. 

As  to  these  offerings  of  stock  which  net  8%  or  10% 

Sfand  over,  .they  should  not  be  bought  under  any 

\  circumstances. 

J      It  is  true  that  we  have  thousands  of  propoaitions 
offered  to  us  which  promise  to  pay  more;  but  upon 
studying  them  we  find  that  there  is  some  flaw,  and 
^  that  it  is  unwise  to  advise  their  purchase.     There 
Kare  a  score  of  engineering  offices  throughout  the 
30untry  which  are  devoting  their  energies  exclu- 
lavely  to  the  work  of  endeavoring  to  find  proposi- 
tions which  will  safely  pay  more  than  6%.     These 
fc organizations  throughout  the  country  are  working 
p.in  the  interests  of  men  of  large  means,  and  for  them 
l;are  "scraping  the  country  over  with  a    fine  tooth 
!omb. " 
In  short,  it  is  abnost  a  miracle  for  any  good 
Bproposition  to  "get  by"  one  of  these  large  engineer- 
Jmg  organizations,  whether  it  is  a  railroad  or  in- 
idustrial  property,  a  mine  or  an  oil  well;  if  it  is  any 
)od  and  the  stock  will  yield  with  safety  more  than 
I  normal  rate  of  interest  for  that  class  of  invest- 
Kment,   all  stock  will  immediately  be  purchased  by 
ese  wealthy  interests,  and  none  of  it  will  ever  be 
^■offered   in   the   daily   papers  to   the   smaU  investor. 
Whenever  the  investor  sees  a  stock  of  some  new 
company  offered  in  the  daily  papers  to  yield  an 
abnormally  high  rate  of  interest,  he  may  be  rea- 
y  certain  that  the  property  has  been  examined 
■  several   large  engineering  or  statistical  organ- 
tations  and  reported  upon  unfavorably.     In  other 
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words,  when  the  small  investor  buys  an  unlisted,  in- 
active stock,  nine  hundred  and  ninety-nine  chances 
out  of  a  thousand  he  is  getting  something  which 
able  men  have  looked  into  and  have  decided — 
after  careful  consideration — ^that  they  did  not 
want. 

Work  of  Post-OflSce  Department 

The  good  work  which  the  Post-Office  Department 
is  doing  in  trying  to  close  up  some  of  these  dealers 
in  illegitimate,  unlisted  securities,  should  be  com- 
plimented. Our  Postmaster-General  is  reported  to 
have  stated- that  the  work  recently  accomplished  has 
closed  up  .seventy-eight  of  these  dealers  in  such  un- 
listed stocks  during  the  year,  and  he  assumes  that 
"the  swindling  operations  of  these  seventy-eight 
cases  have  filched  from  the  American  people  in  a 
period  of  five  years,  more  than  $100,000,000. " 
Qne  particular  firm,  according  to  the  government's 
memorandum,  has  been  selling  stock  in  more  than 
two  dozen  companies.  The  same  official  document 
goes  on  to  say: 

"It  can  safely  be  said  that  this  firm  has  sold 
stock  varying  in  value  from  $40,000,000  to 
$50,000,000  in  the  various  companies;  it  had  an 
extensive  suite  of  offices  in  the  Flatiron  Building 
in  New  York  City,  and  at  times  had  offices  in  Cleve- 
land,  Los  Angeles,  and  San  Francisco. 

"In  every  instance  the  members  have  promised 
large  dividends  on  the  stock  sold,  in  addition  to  an 
increase  in  the  value  of  the  stock,  but  not  in  a 
single  case  have  any  of  the  companies  paid  any 
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dividends,   and  practically  all  of  them  have  been 
complete  failures. 

'The  department  has  received  several   hundred 
icomplaints  from  people  who  have  bought  this  stock 
id  lost  their  money. " 

Startling  Evidence  in  a  Fraudulent  Case 

Examination  of  one  firm's  mail  for  the  first 
three  hours  after  the  arrest  of  its  officials  gave 
startling  evidence  of  the  alacrity  with  which  the 
public  parts  with  its  money  in  exchange  for  glitter- 
ing promises.  In  this  one  batch  of  mail  alone,  it 
is  stated  that  the  post-office  inspectors  found  more 
than   $20,000.     The   stoiy,    as   told   in   the   news 

ilumna  of  the  New  York  Commercial,  continues; 
'And  so  slow  is  the  'come-on'  to  give  up  hope  of 
60  per  cent  dividends  that  while  the  inspectors  were 
still  busy  gathering  up  the  papers  and  books  before 
locking  the  office  door,  many  telegrams  were  re- 
ceived asking  that  shares  in  these  properties  be 
■rved  for  the  simple-minded  writers  until  money 
[ttiuld  be  forwarded.   .  .  , 

'The  post-office  people  said  that  when  this  firm 
took  parties  to  see  its  oil-wells,  it  always  let 
them  look  upon  real,  spouting  wells  owned  by  some 
reputable  company.  The  department  has  investi- 
gated all  of  the  oil  properties  and  has  found  them 
all  to  be  worthless. 

"Besides  spending  some  of  its  chents'  money 
in  private  car  trips,  it  paid  out  considerable 
sums  to   such    newspapers   as    would   print    their 

Ivsrtisementa.     When  the  raid    was    made,  the 
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inspectors  found  evidence  that  the  concern  had 
recently  contracted  for  $300,000  worth  of  news- 
paper advertising." 

Comments  of  Leading  Journals 

In  this  stream  of  capital  flowing  through  the  mails 
into  the  coffers  of  fraudulent  promoters,  the  New 
York  Evening  Mail  discovers  "one  factor  in  the 
high  cost  of  living  to  which  due  attention  has  not 
been  given. " 

It  helps  to  explain  the  circumstance  that  capi- 
tal, nowadays,  fails  to  accumulate  as  steadily  and 
as  rapidly  as  it  diS  some  years  back.  All  business, 
particularly  the  railroads,  have  felt  the  difficulty  i 

of  securing  the  funds  they  require  to  enlarge  their  I 

plant  and  make  various  betterments.  In  a  sense 
the  country  seems  to  be  living  from  hand  to  mouth 
— ^that  is,  it  is  spending  about  all  that  it  makes,  and 
has  little  left  for  anything  beyond  the  routine 
needs.  The  operations  of  the  get-rich-quick  con^ 
cerns  show  one  of  the  rat  holes — a  big  one — ^through 
which  surplus  capital  disappears.  I 

Other  concerns  using  the  mails  are  under  inves- 
tigation, we  are  told,  and  other  raids  and  arrests  ( 
are  to  follow,  the  Postmaster-General  having  an- 
nounced that  'Hhe  government  will  drive  from  the 
country  every  wild-cat  scheme  to  separate  gullible 
investors  from  their  money — so  far  as  it  is  possible 
to  do  so.'' 

But   how   much   depends   upon   that   qualifying  ' 

clause!  Note  the  Literary  Digest ^  which  quotes 
the  New   York  Evening  World  as  saying:  'What  a  i 
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flurry  would  there  be  in  Wall  Street  and  in  the 
highest  financial  circles  were  such  an  effort  to  be 
fearlessly,  intelligently,  and  comprehensively  made!" 
Therefore,  although  the  stocks  of  a  great  number 
of  our  nation's  moat  finely  managed  corporations  - 
are  imlisted  and  very  inactive,  nevertheless  the  in- 
experienced investor  should  be  advised  against  the 
purchase  of  any  unlisted  stocks  which  are  publicly 
offered  for  sale  to  yield  an  abnormally  high  rate  of 
interest.  The  holders  of  the  above  mentioned  in- 
active stocks  of  our  best  coi-porations  need,  however, 
take  no  exception  to  this  statement,  as  it  states, 
"Which  are  publicly  offered,"  and  their  stocks  are 
not  publicly  offered.  When  any  stockholder  desires 
to  sell,  the  directors  are  always  glad  to  purchase 
said  stock,  and  it  is  never  publicly  offered.  More- 
over, no  such  stock  probably  jields  more  than  7% 
at  the  outside.  Therefore,  those  interested  in 
legitimate,  inactive  stocks  need  take  no  offense 
although  their  stocks  are  unlisted. 

^How  to  Obtain  Information  on  Listed 
Stocks 
The  fact  should  be  empliasized  that  because 
stocks  are  listed  and  actively  traded  in  on  the  New 
York  Stock  Exchange,  it  is  no  reason  why  one 
should  buy,  or  that  they  are  a  safe  investment. 
Some  of  the  greatest  losses  that  have  come  to 
investoi's  have  been  through  purchasing  cheap  stocks 
listed  on  the  New  York  Stock  Exchange;  and  there 
are  probably  several  stocks  listed  thereon  today 
which  will  be  a  loss  to  the  holders  thereof. 
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Foreign  investoTs  especially  have  lost  large  sums 
of  money  through  the  purchase  of  the  cheap,  listed 
stocks  of  some  of  our  large  railroad  and  industrial 
corporations.  The  American  purchaser  has  usually 
stood  by  the  reorganization,  paid  his  assessment, 
received  new  securities,  and  these  new  securities 
have  in  many  cases  become  worth  very  much  more 
than  the  old  securities.  The  foreign  investor,  not 
knowing  the  great  latent  wealth  of  our  country, 
refused  to  "spend  a  new  dollar  to  save  an  old  one. " 

A  holder  of  Union  Pacific  Common  Stock  at  the 
time  of  reorganization,  who  did  not  pay  his  assess- 
ment, suffered  a  total  loss;  but  those  who  paid  the 
assessment  and  received  new  common  stock,  have 
made  a  most  wonderful  profit.  The  same  Union 
Pacific  stock  which  later  sold  at  around  $200  a 
share,  sold  at  the  time  of  the  reorganization  for 
about  $8  a  share;  thus  a  man  who  had  only 
$8,000  in  Union  Pacific  at  that .  time,  would  later 
be  worth  $200,000  in  addition  to  receiving  $10,000 
each  year  as  dividends! 

Companies  which  are  now  barely  earning  interest 
charges  and  whose  common  stocks  are  selling  at 
very  low  figures  may  be  reorganized,  and  the  stock- 
holders may  be  required  to  pay  .an  assessment; 
but  such  stockholders  who  pay  the  assessment  and 
who  stand  by  the  property  are  almost  sure  to  get 
back  their  money  and  make  a  handsome  profit. 
On  the  other  hand,  this  cannot  be  depended  upon, 
and  there  will  be  some  total  losses;  in  fact,  enough 
to  reduce  the  average  profits  on  the  profitable 
ventures  so  that  the  investor  in  the  cheap  stocks 
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will  make  no  more  in  the  long  run  than  if  he  had 
purchased  only  the  best. 

In  justice  to  all,  it  is  perhaps  best  to  say  also 
that  it  is  a  great  temptation  for  investors  to  become 
panic  stricken,  refuse  to  pay  the  assessment,  thus 
making  a  total  loss.  For  this  reason,  the  purchase 
of  low  grade  speculative  stocks  should  not  be 
advised.  Therefore,  although  listed  stocks  as  a 
class  have  been  spoken  favorably  of,  yet  it  must  be 
distinctly  understood  that  because  suck  stocks  are 
listed  it  does  not  mean  that  they  are  absolutely  good. 

■  An  Object  Lesson  in  Holland 

If  any  one  has  any  doubt  of  this,  he  should  visit 
a  large  banking  house  in  the  Hague,  Holland,  the 
walls  of  one  room  of  which  are  papered  with  value- 
leas  stock  certificatea  of  American  companies,  most 
all  of  which  stocks  were  listed  on  the  New  York 
Stock  Exchange.  There  is  an  old  saying  that 
"You  cannot  beat  the  Dutch."  This  especially 
apphea  to  the  purchase  of  investments.  The  Dutch 
are  very  shrewd  buyers  and  have  probably  made 
more  money  in  the  purchase  of  American  stocks 
than  any  other  class  of  European  investors.  The 
Dutch,  however,  when  purchasing  American  stocks, 
confine  their  purchases  to  stocks  which  are  listed 
and  actively  traded  in  on  the  New  York  Stock 
Exchange.  It  is  much  easier  to  interest  all  Euro- 
pean investors  in  listed  stocks  than  in  unlisted 
stocks;  in  Holland  especially  this  is  true. 

However,  the  well-known  firm  of  Von  Oss  &  Co. 
of  the  Hague,  has  papered  one  of  the  rooms  of  its 
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fine  banking  house  with  these  worthless  stock  certi- 
ficates, as  a  constant  reminder  to  its  cUentele  that 
because  an  American  stock  is  listed  on  the  New 
York  Stock  Exchange,  it  is  by  no  means  a  good 
purchase.  It  might  be  well  for  every  public  library 
in  our  land  to  have  a  similar  room  papered  in  a 
similar  way,  to  keep  the  inhabitants  of  the  city 
or  village  reminded  of  the  necessity  of  buying 
only  the  highest  grade,  dividend-paying,  standard 
stocks  which  have  paid  these  dividends  through 
periods  of  prosperity  and  depression,  and  have 
weathered  every  storm  to  which  this  country  has 
been  subjected. 

OflScial  Listing  Notices 

The  best  source  of  information  relative  to  listed 
securities  is  the  Official  Stock  Exchange  Listings 
made  up  from  data  furnished  to  the  Stock  Ex- 
change by  the  proper  officers  of  the  various  com- 
panies whose  stocks  are  listed.  Listing  require- 
ments will  bear  repeating.  Before  a  company  can 
have  its  securities  listed  on  the  Stock  Exchange,  it 
must  prepare  a  detailed  statement  showing  its  con- 
dition and  giving  sufficient  information  to  enable 
the  committee  to  intelligently  decide  whether  or 
not  said  securities  are  of  real  value.  In  addition 
to  furnishing  these  original  statements,  the  com- 
panies must  furnish  annual  statements,  thus  giving 
the  Stock  Exchange  practically  a  yearly  report  of 
conditions  and  certain  other  information  desired. 

In  addition,  however,  to  these  statements,  the 
Stock  Exchange  must  be  notified  any  time  that  new 
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stock  is  to  bfi  issued,  and  in  order  to  have  the  new 
stock  listed,  a  new  and  complete  statement  must  be 
prepared  bringing  up  to  date  all  previous  state- 
ments. Ill  addition  to  keeping  the  original  records 
in  the  office  of  the  Secretary  of  the  New  York  Stock 
Exchange,  which  is  aocesaibla  to  all  members,  dupli- 
cate copies  are  mailed  to  all  fimia  who  are  members 
of  the  New  York  Stock  Exchange.  These  firms 
methodically  file  these  Listing  Statements  in  their 
local  offices  for  the  benefit  of  their  chents  and  a31 

P  investors  who  may  desire  official  information. 

The  next  source  of   available  information  is  the 
ctual  yearly  report  of  the  company  which  may  be 

r  obtained  by  writing  the  company  direct.  All  com- 
panies whose  stocks  are  listed  on  the  New  York 
Stock  Exchange  issue  printed  reports,  which  reports 
are  usually  sent  volimtarily  to  all  stockholders  and 
on  request  to  any  one  writing  for  the  same.  More- 
over, all  of  the  leading  bond  houses  have  these 
reports  on  file  in  their  statistical  department,  and 
thus  there  is  no  excuse  for  an  investor  purchasing 
any  listed  security  which  is  not  strictly  high  grade. 
If  the  investor  lives  in  a  small  town  and  has  no 
access  to  a  brokerage  office  and  cannot  wait  to  send 
to  the  company  for  an  official  report,  he  should  be 
able  to  obtain  a  detailed  report  at  his  local  public 
Ubrary  by  inquiring  for  "The  Corporation  Service 
Manual."  Any  investor  who  understands  the  under- 
lying principles  of  investing  can  obtain  valuable 
information  from  these  reports. 

Up  to  the  present  time,  the  above  were  the  only 
official  sources  of  information  for    the    small 
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vestor;  but  since  the  new  corporation  tax  law  has 
been  in  vogue,  which  compels  all  corporations  to 
file  a  statement  at  Washington,  another  source 
of  information  is  available.  Although  one  cannot 
obtain  access  to  the  report  of  the  company  whose 
stock  is  unlisted  and  is  not  being  publicly  offered, 
unless  he  is  already  a  bona  fide  stockholder,  yet 
the  Secretary  of  the  Treasury  has  very  properly 
ruled  that  the  information  relative  to  companies 
whose  stocks  are  listed  on  the  New  York  Stock 
Exchange  shall  be  pubUc  property.  Certainly  this 
is  very  much  to  the  credit  of  the  Secretary,  and  he 
deserves  the  thanks  and  hearty  appreciation  of  all 
investors  throughout  our  land. 

Other  Sources  of  Information 

But  these  are  not  all  the  sources  of  information, 
as  nearly  all  railroads  publish  their  earnings 
monthly,  and  many  pubUsh  their  earnings  weekly 
all  of  which  may  be  obtained  from  the  brokerage 
offices  through  a  definite  Card  System  issued  by  the 
Standard  Statistics  Company  in  New  York  City. 
Inmiediately  when  any  earnings  or  news  items  of 
permanent  value  become  known,  concerning  any 
company  whose  stock  is  listed  on  the  New  York 
Stock  Exchange,  this  information  is  printed  at  the 
central  office  in  New  York  on  cards  (with  a  separate 
card  for  each  item),  and  these  cards  are  mailed 
to  the  stock  exchange  firms  and  bond  houses 
throughout  the  country  every  night.  Upon  receipt 
of  them  the  next  morning,  the  clerks  in  the  respect- 
ive houses  file  them  alphabetically,  in  a  card  index 
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cabinet.  Thus  at  any  time,  if  a  person  desires  the 
very  latest  information  relative  to  a  company  whose 
stocks  or  bonds  are  listed  on  the  New  York  Stock 
Exchange,  he  has  simply  to  go  to  his  broker's  oflSce 
and  ask  to  see  the  latest  cards  of  said  company,  and 
this  information  is  directly  before  him. 

In  addition  to  this  there  are  numerous  financial 
papers,  and  what  is  most  interesting  of  all,  the 
news  ticker  services,  whereby  information  is  sup- 
plied every  minute  during  the  day  by  an  electric 
printing  machine  from  a  central  office  in  New 
York. 

Of  course,  these  news  tickers  and  financial 
papers  do  not  make  a  specialty  of  listed  investment 
securities,  as  in  the  case  of  the  Card  System  above 
mentioned,  but  are  designed  more  for  the  specu- 
lator than  for  the  investor. 

Bureau  of  Misleading  Advice 

Up  to  the  present  point  we  have  referred  simply 
to  the  source  of  actual  information;  that  is,  pub- 
lished facts,  reports,  earnings,  financial  notices, 
confirmed  news  items  and  other  matters  which  are 
of  practical  and  permanent  value  to  the  investor  in 
aiding  him  to  decide  whether  or  not  he  should  buy 
any  stock  in  question.  In  addition  to  these,  there 
are  a  vast  number  of  periodicals,  pamphlets,  market 
letters  and  other  publications,  some  sold  and  some 
distributed  gratis,  which  propose  to  give  analyses 
of  securities  for  the  benefit  of  bona  fide  investors, 
but  which  are  not  worth  reading.  Investors 
should  shun  many  of  these  publications  as  they 
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would  fibun  gmallpox, 
the  investor  airtray. 

Some  publishers  fliiim  that  there  is  no  differei 
between  a  legitimate  analysis  and  a  "write-up"; 
but  there  is  a  great  difference.  In  the  former  case/ 
the  writer  has  no  personal  "axe  to  grind";  but,  be- 
heving  that  he  has  some  valuable  information 
about  some  property  of  distinct  interest  to  hia  sub- 
scribers, he  prints  the  results  of  his  study  simply  to 
increase  the  intrinsic  value  of  his  publication. 
"Write-ups,"  however,  are  given  by  publishers  in 
exchange  for  money  or  for  "calls"  upon  certain 
stock  or  for  advertising  or  other  purposes. 

Unfortunately,  considerable  of  this  work  is  comii>< 
mon,  and  the  following  statement  by  one  publisher, 
ia  probably  true,  "Well,  if  we  didn't  do  it,  tha 
pubhc  would  be  obliged  to  pay  us  ten  times  as  much 
for  our  papers  as  they  do  now."  Granting,  how- 
ever, that  there  are  many  men  who  would  rather 
pay  a  small  price  and  be  fooled  as  to  news,  than  to 
pay  a  large  price  for  a  reliable  publication,  yet, 
right  is  right,  and  all  "write-ups"  should  be  elimi- 
nated, and  the  subscription  prices  adjusted  accord- 
mgly. 

Manufactured  Rumors 

Of  all  the  illegitimate  work  of  a  financial  editor, 
the  very  worst  is  the  publication  of  known  abso 
lute  falsehoods  for  their  effect  upon  the  stock 
market;  and  however  guilty  certain  publishers  may 
be  for  circulating  purchased  "write-ups,"  yet  very 
few   are   guilty   of   intentionally   publishing   what 
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they  know  to  be  out-and-out  untruths.  In  fact, 
our  well  known  publishers  use  every  effort  to  elimi- 
nate Buch  matter  from  their  work.  However,  not- 
withstanding their  diligence,  many  manufactured 
rumors  persistently  appear  in  print  and  cause  con- 
siderable loss  either  to  buyers  or  sellers. 

Readers  might  also  be  warned  against  various 
cheap  market  letters  and  newspaper  advertise- 
ments, especially  such  free  advice  as  floats  about 
most  board  rooms  and  brokers'  offices.  Advertise- 
mlnts  of  these  miscellaneous  organs  may  be  found 
in  Sunday  papers,  and  should  always  be  avoided. 
There  is  usually  no  source  of  such  news  at  all,  it 
being  entirely  manufactured  under  the  direction  of 
the  person  by  whom  it  is  distributed.  In  fact,  it  is 
said  that  many  tipsters  advise  one-half  of  their 
clienta  to  buy  a  certain  stock,  and  the  other  half  to 
sell  it  on  the  same  day.  All  such  tips  should  be 
avoided,  for  it  is  impossible  for  any  one  to  know 
how  the  market  will  act  tomorrow  or  next  week, 
or  even  next  month.  Long  swings  may  be  fore- 
casted by  a  study  of  fundamental  statistics;  but 
one  stands  a  much  better  chance  to  make  money  at 
roulette  or  dice  than  by  playing  for  a  one  per  cent 
profit  on  the  daily  movement  of  any  stock. 

How  to  distinguish  between  facts  and  "write- 
ups"  or  between  legitimate  rumors  and  manufact- 
ured tips  is  hard  to  explain  as  every  one  must 
depend  to  a  certain  extent  upon  his  own  intuition. 
On  the  other  band,  to  be  able  to  distinguish  is  very 
important  in  all  instances,  and  absolutely  necessary 
for  those  who  are  not  willing  or  able  to  give  a  little 
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time  to  definitely  studying  investmeiils  or  who  do 
nrjt  subscribe  to  the  highest  class  of  newa  serviees. 
Of  course,  both  the  honesty  and  the  accuracy  of 
ovvry  publication  are  generally  known,  and  auch 
reputation  is  common  property  which  any  one  may 
learn  by  inquiring  of  their  Imnks,  brokers  or  bond 
<lealers. 


CHAPTER  VII  r 
SELECTING  RAILROAD  BOXW 

ONE  of  the  best  informed  men  in  America  on 
railroad  aecurities,  a  man  selected  by  Mr. 
Harrimaii  and  the  leading  banking  interests 
to  take  charge  of  their  properties,  who  today  holds 
a  most  important  position  in  railroad  circles,  states 
that  he  has  not  a  dollar  invested  in  railroad  securi- 
ties of  any  kind.  Although  all  his  life  has  been  in 
the  service  of  railroads,  his  investments  are  almost 
exclusively  in  real  estate,  which  certainly  might  be 
used  as  a  good  "welling  talk"  for  those  having  real 
estate  securities  for  sale! 

Nevertheless,  he  believes  that  next  to  municipal 
bonds,  good  railroad  bonds  represent  the  best  form 
of  personal  investment,  considering  both  yield  and 
security.  He,  however,  prefers  real  estate  invest- 
ments because,  he  said,  "I  have  not  time  to  study 
railroad  investments,  as  they  should  be  selected 
with  great  care." 

If  this  man,  who  is  generally  recognized  as  one 
of  the  greatest  railroad  men  in  the  country,  does 
not  dare  to  purchase  railroad  securities  for  fear  that 
he  has  not  time  to  make  the  proper  selections,  it 
certainly  behooves  every  investor  to  at  least  study 
the  elementary  principles  relating  to  their  selection. 
Therefore,  there  should  he  emphasized  some  simple 
rules  which  should  aid  the  investor  in  making  such 
a    selection.     If    these    underlying    principles    are 
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thoroughly   grasped   and  a  careful  study  is   pur-'] 
sued,  there  is  no  reaiion  why  anyone  should  : 
be  able  to  select  perfectly  safe  and  attractive  rail- 
road bonds  for  his  personal  investment. 

Four  Kinds  of  Railroad  Bonds 
In  a,  preceding  chapter,  the  different  legal  formal 
of  railroad  bonds  were  carefully  described,  ehowingM 
the  reader  how  to  distinguish  between  first  mort-l 
gage  bonds,  equipment  bonds,  terminal  bonds,  I 
etc.  We  may  refer  to  each  of  these  different  fonnsl 
as  a  family,  each  having  its  own  relation  to  its  I 
neighbors.  Not  only  does  each  family  in  a  neigh- 
borhood hold  a  different  position,  but  its  children  1 
have  entirely  different  characteristics. 

For  instance,  four  boys  in  a  family  have  certain  I 
fundamental  family  traits;  but  each  has  bis  indi- 
vidual qualities.     One  of  the  boys  is  extremely  con- 
servative; another  is  rather  a  general  all  round  boy;  I 
the  third  is  not  so  conservative  nor  so  popular  as 
the  others,  but  he  has  a  fine  head  and  is  generally  ^ 
considered  the  ablest  boy  of  the  family.     The  fourth, 
however,  is  an  antithesis  of  the  first.     He  is  of  a 
very    nervous,    uncertain    and    almost    foolhardy 
makeup.     No  one  knows  what  he  is  to  do  next. 
He  is  always  getting  into  trouble,  although  on  the 
other  hand  he  seems  to  have  a  happy  faculty  of 
always   getting  out  again.     He  may   bring  great 
honors  to  the  family  name  or  great  disgrace,  and 
the  chances  are  about  even. 

In  the  same  way,   every  family  of  bonds  has 
different    members    with    different    characteristics, 


SELECTING  RAILROAD  BONDS 


147 


and  this  especially  applies  to  the  railroad  family. 
A  family  of  railroad  bonds  consists  of  four  members 
with  different  characteristics  similar  to  those  of  the 
boys  above  mentioned.  First,  we  have  conservative 
railroad  bonds  such  as  those  of  old  established  linea, 
which  have  the  same  characteristics  as  the  first  boy 
mentioned  above,  and  a  very  good  motto  is,  "When 
in  doubt  buy  only  these  of  the  most  conservative." 

Next,  we  have  the  inactive  investment  bonds 
yielding  from  four  and  one-half  to  five  per  cent, 
which  are  being  continually  offered  by  established 
bond  houses  of  unreproachable  character.  These 
bonds  have  the  same  characteristics  as  the  second 
mentioned  all  around  boy.  They  are  usually  well 
secured,  yield  weU  and  although  often  hard  to  sell, 
are  very  satisfactory  permanent  investments.  In 
fact,  for  a  person  desirii^;;  to  purchase  bonds  for 
income  only,  intending  to  hold  same  until  maturity, 
such  safe  but  inactive  investment  bonds  are  often 
the  best  kind  he  can  buy. 

The  next  class  corresponds  with  the  third  boy 
mentioned, — the  one  fuU  of  business.  Such  rail- 
road bonds  are  known  as  convertible  bonds.  Lastly, 
we  have  speculative  bonds  which  compare  with  the 
fourth  boy  of  the  family.  They  may  turn  out  well, 
or  they  may  not,  and  it  is  well  for  the  investor  to 
let  them  alone.  • 

The  Best  Bonds  to  Buy 

The  conservative  bonds  first  mentioned  are  usu- 
ally underlying  liens  of  lai^e  and  estabUshed  rail- 
road systems.     These  bonds  should  be  absolutely 
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good,  and  as  safe  as  any  government  or  municip 
bonds.     On  the  other  hand,  their  yield  is  corapi 
atively  small,  usually  not  over  four  per  cent,  j 
though  some  of  these  issues  can  be  purchased  c 
basis  to  yield  a  little  more. 

Inactive  investment  bonds  are  UMually  the  \ 
issue  on   comparatively  small   or  new  propertia 
Such  bonds  yield  from  four  and  oUe-half  to  five  p 
cent,  and  nineteen  out  of  every  twenty  are  absolutely] 
good  and  ultimately  develop  into  high  grade  bondi 
of  the  first  or  conservative  class.     For  one  t 
a  reasonable  amount  of  money  in  such  bonds  is  en<J 
tirely  proper,  provided  he  has  made  a  study  of  thei 
and  purchases  them  from  the  highest  grade  hoU£ 
and  insists  that  they  properly  fulfill  the  tests  herein-l 
after  to  be  given,     On  the  other  hand,  if  one  should'n 
invest  all  his  money  in  such  bonds  yielding,  sayJ 
four  and  three-fourths  per  cent,  he  might  eventual 
ally  lose  enough  of  his  principal  to  reduce  the  fi 
net  yield  on  his  money  to  about  four  per  cent,  thm 
giving  them  no  distinct  advantage  over  the  first 
mentioned  cla^  of  highest  grade  bonds. 

Convertible  Bonds 

Regarding  convertible  bonds  an  authority  writes^ 
"Convertible  bonds  get  their  title  from  the  fact  thatj 
thS  holders  have  the  right  to  convert  them  intoW 
stock  of  the  issuing  companies  in  accordance  with  I 
the  terms  as  outlined  in  the  mortgages  or  deeds  of  I 
trust.  Such  bonds  are  usually  direct  obligations  of  1 
the  issuing  companies.  They  arc  payable  at  par  I 
on  a  specified  date,  bear  a  fixetl  rate  of  interest,  and   ' 
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come  ahead  of  capital  stocks.  In  Qiost  cases,  how- 
ever, they  are  junior  to,  or  subject  to  underlying 
mortgagea.  The  feature  of  convertible  bonds  mak- 
ing them  so  attractive  to  many  investors  is  that 
they  enable  the  holders  to  share  in  the  general 
prosperity  of  the  country.  The  evidences  of  the 
prosperity  of  railroads  and  corporations  are  growth 
of  business  and  increased  eamings,  and  these  two 
things  are  reflected  to  a  much  greater  degree 
through  the  enhancement  of  stock  values  than 
through  the  medium  of  any  other  form  of  security 
issue.  It  is  therefore  apparent  that  under  certain 
conditions,  holders  of  bonds  convertible  into  stock 
may  have  a  very  valuable  privilege. 

However,  in  considering  the  purchase  of  converti- 
ble bonds,  the  same  rules  should  govern  as  in  the 
selection  of  any  railroad  or  corporation  bonds. 
That  is,  the  privilege  of  converting  the  bonds  into 
stock  does  not  add  to  the  security  of  the  principal. 
The  value  of  the  conversion  is  due  solely  to  the 
possibility  of  the  stock  selling  at  prices  beyond  the 
conversion  figures.  If  the  stock  should  not  do  this, 
the  conversion  privilege  is  without  value  to  the 
holders. 

The  main  feature  for  the  investor  to  remember 
about  convertible  bonds  is  as  follows: — for  those 
wishing  to  buy  railroad  bonds  with  the  idea  of  sell- 
ing them  again  at  a  profit,  good  listed  convertible 
bonds  are  the  best  kind  to  purchase.  Convertible 
bonds  fluctuate  most  in  price,  are  most  readily 
bought  and  sold  and  have  several  advantages. 
Hence,  men  who  are  willing  to  ignore  the  yield 
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and    study    fundamental    business    conditions 
order  to  know  when  is  the  proper  time  to   buy 
and  sell,  should  give  moat  careful  consideration  tol 

listed,  convertible  railroad  bonds. 

We  will  illustrate  a  convertible  bond  issue   by  I 
specific  reference  to   the   3i%   convertible   bonds  I 
of  the  Pennsylvarua  Railroad.     The  principal   of  I 
these  bonds  is  payable  October  1,  1915,  and  the  | 
coupons,  representing  the  3|%  interest,  are  pay- 
able June  and  December  1 .     The  authorized  issue 
is  8100,000,000.     The  company  reserves  the  right 
to  pay  off  the  bonds  at  par  and  interest  on  and 
after  December  1,  1910.     These  bonds  are  convert- 
ible into  stock  of  the  Pennsylvania  Railroad,  prior 
to  maturity,  at  the  rate  of  $75  a  share  for  the  stock, 
the  par  value  of  the  stock  being  $50. 

Therefore,   based  upon  a  par  value  of  SlOO  a  ■ 
share,  these  83%   bonds    can   be    converted    into] 
Pennsylvania    Railroad    stock    at    S150    a    si 
Assume  that  these  bonds  are  now  selling  at  aboutJ 
97,   S970   for  each   $1,000  bond.     This    makes   1 
difference  in  the  stock  converaion  figures,  for  the! 
reason  that  if  a  $1,000  bond  can  be  converted  into  * 
stock  at  $150  a  share,  it  is  obvious  that  if  the  bond 
costs  only  $970,  the  conversion  figure  of  the  stock 
must  be   lower  in   proportion.     For   the    sake   of 
illustration,    assume   that    Pennsylvania    Railroad 
stock  should  sell  at  165  for  a  full  share  prior  to  the 
maturity   or   the   redemption   of   the    convertible 
bonds,  and  a  holder  who  paid  97,  or  £970  for  a 
$1,000  bond,  converted  the  same  into  stock.    Based 
upon  a  $1,000  bond  convertible  into  stock  at  $150 
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a  share,  he  would  get  6|  full  shares  of  stock. 
But  his  bond  did  not  cost  him  $1,000.  It  coat 
him  only  $970,  so  he  gets  65  full  shares  of  stock 
based  upon  a  lower  cost  as  already  explained. 
Therefore,  with  stock  selluig  at  165,  his  6|  full 
shares  are  worth  $1,100,  representing  a  profit  of 
$130  over  and  above  the  original  cost  of  his  $1,000 
bond  at  97  or  $970. 

Speculative  Bonds 
The  speculative  issues  are  usually  new  "refund- 
ing issues,"  and  are  often  not  well  secured.  They 
may  be  compared  with  preferred  stocks  of  medium 
grade  properties.  Such  bonds  are  usually  hated, 
and  as  long  as  they  pay  their  interest,  will  yield 
about  six  per  cent.  Many  of  these  issues  event- 
ually prove  of  permanent  value  and  gradually  enter 
the  class  of  high  grade  bonds,  increasing  in  price. 
On  the  other  band,  many  of  them  eventually  de- 
fault, the  properties  are  reorganized,  and  the  bond- 
holders may  be  obliged  to  accept  a  loss.  Therefore, 
although  such  issues  often  present  an  opportunity 
for  great  profit,  they  give  a  hlce  chance  for  great 
loss.  Such  issues  as  a  rule  are  not  secure;  they 
fluctuate  greatly  in  price,  and  should  not  be  rec- 
onunended  to  the  inexperienced  investor. 

The  Factor  of  Safety 

The  intelligent  man  is  not  content  simply  to  take 
the  opinion  of  others,  but  desires  to  study  this 
subject  so  that  he  may  know  how  to  arrive  at  a 
given  decision,  as  to  why  one  bond  is  safe  and 
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another  is  questionable.  Therefore,  after  decidii^ 
which  of  the  above  four  kinds  of  raUroad  bonds  to 
buy,  the  first  question  naturally  to  be  considered  is 
the  bonded  debt  per  mile.  In  doing  so  one  must 
ascertain  the  total  amount  of  bonds  outstanding  of 
the  issue  under  consideration,  together  with  the 
total  amount  of  other  bonds  which  come  either 
before  or  on  the  same  level  with  the  bonds  which 
are  being  studietl.  This  is  the  proper  way  to  make 
a  theoretical  analysis.  For  instance,  when  study- 
it^  the  convertible  bonds  of  the  Atchison,  Topeka 
&  Santa  Fe  Railway  Company,  one  should  consider 
the  entire  indebtedness  of  said  road  including  the 
amount  of  these  bonds  and  the  amount  of  underly- 
ing liens  outstanding.  This  is  because  the  average 
bond  buyer  not  only  wishes  a  bond,  both  the  in- 
terest and  principal  of  which  will  be  paid,  but  he 
also  wishes  a  bond  of  a  company  which  will  never 
go  into  a  receiver's  hands.  Therefore,  the  simplest 
and  most  practical  method  for  the  investor  to  use  is 
to  consider  the  entire  bonded  debt.  The  first  part 
of  a  report  on  such  an  issue,  prepared  when  the  bonds 
were  offered  (1912)  would  be  something  similar  to 
the  following: 

"As  shown  in  the  company's  report,  on  June  30, 
bonds  of  the  Atchison,  Topeka  &  Santa  Fe  Ry.  Co. 
were  outstanding  to  the  amount  of  $329,101,820 
or  at  a  total  average  rate  of  about  $31,797  per  mile 
of  road  operated,  namely  10,350  miles.  Its  fixed 
charges  consumed  only  12.9  per  cent  of  the  gross 
earnings,  comparing  with  an  allowable  figure  of 
about  16  per  cent. 
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"For  tbe  said  fiscal  year  the  total  net  income 
available  for  bond  interest,  rentals,  and  other  fixed 
chavRes,  after  deducting  taxes,  amounted  to  about 
$3,433  per  mile,  and  these  fixed  charges  amounted 
to  about  $1,368  per  mile.  Therefore,  these  fixed 
charges  consumed  about  39.9  per  cent  of  said  net 
earnings,  leaving  a  margin  of  about  60.1  per  cent. 
The  Atchison,  Topcka  &  Santa  Fe  Railway  may  be 
considered  in  that  class  where  a  margin  of  about 
54  per  cent  is  satisfactory.  Therefore,  all  bond 
issues  of  this  company  may  be  classed  as  fairly 
conservative  investments. 

"Compared  with  the  previous  year,  the  report 
for  the  latest  year  ending  June  30,  shows  an  increase 
in  total  net  income  per  mile  of  about  0.8  per  cent 
and  an  increase  in  fixed  charges  per  mile  of  1.6 
per  cent,  which  caused  this  margin,  over  and  above 
fixed  charges,  to  change  from  60.5  per  cent  to  60.1 
per  cent. 

This  above  mentioned  "margin"  of  60.1  per  cent 
is  often  called  the  "factor  of  safety" — or  the 
amount  which  must  be  wiped  out  before  the  bonds 
are  disturbed.  It  is  the  first  figure  for  the  bond 
buyer  to  hunt  for.  The  reason  for  this  is  because 
the  great  inflexible  factor  which  concerns  every 
railroad  operator  ia  his  road's  fixed  charges.  The 
gross  income  can  be  increased  by  building  up  busi- 
ness, the  operating  expenses  can  be  decreased  by 
economizing;  but  the  "fixed  charges,"  that  is,  tbe 
interest  on  the  bonded  debt,  etc.,  is  a  fixed  quantity. 
As  long  as  the  directors  can  pay  their  fixed  charges, 
all  goes  well ;  but  the  moment  that  the  fixed  charges 
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cannot  be  paid,  a  receiver  is  appointed  and   the 

bondholders  assume  the  management. 

Fixed  Charges 

A  railroad  may  cut  down  on  maintenance  and 
cut  expenses  to  the  limit,  but  it  must  meet  its  fixed 
charges  if  it  is  going  to  keep  away  from  a  receiver- 
ship. Holders  of  bonds  will  insist  on  receiving 
their  interest,' and  if  the  road  has  leased  hnes,  rents 
must  also  be  paid.  Unlike  an  individual,  a  rail- 
road has  not  the  alternative  of  moving;  hence  these 
items — interest  and  rentals — are  called  fixed 
charges.  They  are  definite  predetermined  amounts 
and  should  not  vary  much  from  one  year  to  the 
next.  Moreover,  when  they  do  vary,  they  usually 
increase  instead  of  decrease. 

The  investor  analyzing  the  securities  of  a  road 
must  not  consider  fixed  charges  separately,  but  only 
in  connection  with  the  earnings  available  to  pay 
them.  The  simple  fact  that  road  A  has  fixed 
charges  twice  as  lai^e  as  road  B,  does  not  mean  that 
A's  bonds  are  not  as  secure  as  B's.  A's  earnings 
may  be  twice  as  large  as  B's,  and  if  A  and  B  both 
spend  the  same  proportion  of  gross  on  fixed  charges,  . 
traffic  and  transportation  expenses,  A  will  have 
more  for  maintenance  and  siu'plus. 

It  is  not  safe  to  consider  fixed  charges  without 
also  considering  the  ratio  of  operating  expenses  to 
gross.  The  investor  cannot  set  a  definite  per  cent 
of  net  as  a  proper  limit  for  fixed  charges.  An  . 
equal  per  cent  of  net  consumed  by  fixed  charges  in 
each  of  two  roads  might  mean  a  much  larger  per 
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cent  of  gross  conBumed  in  the  case  of  one  than  in 
the  other.  A  decrease  in  gro^s  would  then  affect 
one  much  more  seriously  than  the  other. 

To  Bum  up,  small  fixed  charges  do  not  mean 
much  if  the  earnings  are  also  small;  an  equal 
amount  per  mile  may  make  much  more  of  a  hole  in 
the  earmngs  of  one  road  than  in  those  of  another. 
The  investor,  lastly,  should  make  sure  that  the 
figure  for  fixed  charges  is  as  Bmall  as  it  should  be 
compared  with  the  gross;  that  the  railroad  company 
has  included  interest  on  all  of  its  bonds;  and  is 
being  well  maintained.  The  point  to  remember 
here  is:— When  selecting  a  railroad  bond,  buy  one 
which  has  a  large  margin  of  safety — if  possible  50 
per  cent  or  more,  that  is,  whose  fixed  charges  do  not 
consume  more  than  50  per  cent  of  the  net  eaminEs 
nor  more  than  20  per  cent  of  the  total  gross  earn- 
ings. 

The  first  mortgage  bonds  of  a  company  should 
come  firet  unless  there  are  special  issues  such  as 
prior  Hens,  receivers'  certificates  and  sometimes 
first  mortgage  equipment  bonds  which  may  come 
ahead.  Prior  lien  bonds  are  usually  issued  only 
for  a  short  time  and  are  issued  by  the  consent  of  the 
present  bondholders.  The  receivers'  certificates  are 
issued  by  the  receiver,  who  has  been  appointed 
after  a  default  on  the  payment  of  any  of  the  obfiga- 
tions  of  the  company,  and  these  may  come  ahead  of 
the  first  mortgage  bonds. 

Certain  first  mortgage  equipment  bonds  have, 
within  the  last  few  years  taken  priority  over  the 
first  mortgage  bonds,  as  it  has  been  decided  by  the 
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courts  that  the  equipment  is  a  necessaiy  part  of  the 
road,  and  without  same,  the  road  would  lie.  abso- 
lutely crippled.  In  the  case  of  the  reorganization  of 
the  Atchison,  Topeka  &  Santa  Fe  in  1895,  the  court 
authorized  the  pHj'nieut  of  interest  and  maturing 
principal  of  the  equipmeut  obligations,  while  other 
mortgage  bonds  were  in  default  as  to  interest,  and 
under  the  reorganization,  all  of  the  securities  were 
either  reduced  in  rate  or  refunded  at  a  less  amount, 
with  one  exception;  while  each  .11,000  equipment 
bond  was  exchanged  for  $1,200  in  genera!  mortgage 


Second  mortgage  bonds,  third  mortgage  bonds, 
etc.,  would  follow  the  first  mortgage  bonds.  Then 
usually  come  the  consolidated  mortgage  bonds,  the 
general  and  refunding  mortgage,  debenture  bonds, 
collateral  trust  bonds,  convertible  bonds,  notes  and 
income  bonds.  It  is  also  important  that  the  in- 
vestor should  be  able  to  ascertain  approximately 
the  equity  back  of  any  particular  issue  in  which  he 
is  especially  interested.  Tliis  may  be  well  illus- 
trated by  sayii^  that  the  equity  back  of  a  first 
mortgage  bond  is  equal  to  the  market  value  of  all 
the  junior  securities  and  the  notes  and  stock  of  the 
company.  If  the  consolidated  mortgage  bonds  di- 
rectly follow  the  first  mortgage  bonds,  their  equity 
is  the  market  value  of  all  the  securities  less  their 
par  value  and  the  par  value  of  the  first  mortgage 
bonds. 

To  be  on  the  aaje  side,  investors  vnll  do  well  to  pur- 
chase listed  railroad  bonds  secured  by  underlying  liens 
on  established  properties  whatever  the  name  of  the  issue. 


CHAPTER  IX 

HOW  T<5  HEAD  A  RAILROAD  REPORT 
Income 

AFTER  ascertaining  the  total  bonded  debt  of 
a  railroad  and  the  fixed  chaises  necessary 
to  pay  the  interest  on  said  debt  and  keep 
the  railroad  out  of  receivership,  the  next  important 
question  refers  to  the  income  available  for  paying 
said  fixed  charges.  Therefore,  to  continue  our 
illustration,  in  the  case  of  the  Atchison,  Topeka  & 
Santa  Fe  Railway  Co.,  a  report  thereon  for  that 
year  would  read  somewhat  aa  follows : — 

"The  gross  income  of  the  property  for  the  year 
ending  June  30,  amounted  to  $107,565,116  or  about 
$10,393  per  mile.  The  growth  of  these  earnings 
since  1900  is  shown  as  follows; — 


Year 

Total  Gross 

Per  Mile 

Total  Net 

Per  Miie 

1900 

S46,232,078 

$6,297.49 

$18,977,399 

t2,S85.12 

1901 

64,474,823 

6,977.41 

22,544,434 

2,887,72 

19()2 

59,13fi,086 

7,527.97 

26,366,675 

3,356.67 

1903 

62,350,397 

7,827.92 

25,231,280 

3,167.77 

1904 

68,171,200 

8,334.31 

27,197,943 

3,324.93 

1905 

68,375,837 

8,232.70 

23,672,355 

2,860.37 

1906 

78,044,347 

8,828.01 

31,774,665 

3,471.50 

1907 

93,683,407 

10,102.65 

33,111,966 

3,571.00 

1908 

90,617,796 

9,624.82 

27,221,147 

2,891.00 

1909 

94,265,717 

9,624.00 

34,913,678 

3,564.00 

1910 

104,993,195 

10,588.00 

33,776,011 

3,406.00 

19U 

107,565,116 

10,393-00 

35,529,623 

3,433.00 

1912 

107,752,360 

10,139.00 

34,842,671 

3,278.41 

1913 

116,896,252 

10,874.00 

37,107,189 

3,451.73 

In  the  above  table,   two   kinds  of  income  are 
eferred    to,    viz.,   gross  income  and  net  income. 


158 


BONDS  AND  STOCKS 


Most  railroads  receive  their  income  From  four 
sources:  first,  passengers;  second,  freight;  third, 
dividends  and  interest  from  securities  held;  and 
fourth,  from  miscellaneous  sources,  such  as  adver- 
tisii^,  telegraphing,  expressage,  etc.  It  is  always 
desirable  to  buy  securities  of  roads  which  have 
shown  a  continual  increase  in  both  gross  and  net 
earnings.  Moreover,  this  increase  is  better  repre- 
sented in  earnings  per  mih.  The  road  which  ob- 
tains greater  gross  earnings  simply  by  increasii^ 
the  mileage  is  not  growing;  but  if  the  earnings  per 
mile  of  road  are  increoM-ng,  and  especially  per  share 
of  stock  outstanding,  such  a  road  is  growing  in  a 
healthy  manner.  Therefore  the  gross  earnings 
should  first  be  considered  when  selecting  a  railroad 
' bond. 

However,  the  bondholders  ultimately  are  not  bo 
much  interested  in  what  the  conductors  and  freight 
agents  collect,  as  in  what  the  treasurer  has  left 
after  all  bills  have  been  paid.  This  remaining 
money  is  known  as  the  "net  earnings,"  which 
amount  is  the  gross  earnings  less  the  operating 
expenses;  or  technically  the  gross  earnings  less  the 
operating  expenses  plus  "other  income,"  as  the 
above  report  includes  among  the  earnings,  receipts 
other  than  from  strictly  transportation. 

Another  term  often  used  in  reports  on  railroad 
bonds  is  the  "operating  ratio"  which  is  the  per- 
centage of  the  operating  expenses  to  the  gross  earn- 
ings. Most  investors  give  too  great  importance  to 
this  operating  ratio.  One  road  will  report  an 
operating  ratio  of  fifty  per  cent  and  another  of 
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sixty  per  cent,  and  the  investor  jumps  at  the  as- 
Bumption  that  the  bonds  of  the  road  whose  ex- 
penses are  only  fifty  per  cent  of  the  gross  receipts 
are  much  better  to  hold  than  those  of  the  road 
where  sixty  per  cent  of  the  gross  is  being  spent  on 
operating  expenses.  This  is  often  a  great  mistake 
as  the  operating  ratio  or  the  ratio  which  expenses 
bear  to  gross  earnings  has  very  httle  significance. 
All  depends  on  how  much  the  two  roads  spend 
respectively  on  Tnaintenance.  An  increase  in  main- 
tenance costs  may  serve  to  reduce  the  net  cost  of 
transportation.  If  the  road  operating  for  fifty  per 
cent  has  a  similar  traffic  and  territory  and  is  spend- 
ing as  much  for  maintenance,  then  such  a  road  is 
being  more  efficiently  operated,  but  otherwise  not. 
One  may  readily  realize  that  the  road  spending 
sixty  per  cent  on  operating  expenses  may  be 
putting  back  into  the  property  a  much  larger 
amount  by  renewing  ties,  changing  to  heavier  rails, 
building  stronger  bridges,  etc.,  than  the  first  men- 
tioned property  and  if  so,  it  may  be  much  better 
for  the  investor  to  hold  securities  in  the  road  with 
an  operating  ratio  of  sixty  per  cent. 

If  all  the  roads  were  located  in  the  same  territory, 
and  had  the  same  character  of  traffic,  it  would  be 
possible  to  ascertain  the  proper  percentage  of  the 
gross  earnings  required  for  maintenance;  but  this 
I  is  now  very  difficult.  All  depends  on  the  territory 
*  and  the  character  of  the  traffic.  Western  and 
southern  roads  with  gross  earnings  of  from  $6,000 
to  $7,000  per  mile  should  expend  almost  twenty- 
five  per  cent  of  the  gross  earnings  for  maintenance; 
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but  with  large  eastern  roads  having  gross  earnings 
per  mile  of  $20,000,  an  expenditure  of  from  fifteen 
to  twenty  per  cent  should  be  satisfactory. 

Operating  Expenses 

Uperatiug  expenses  are  usually  dividet!  into  five 


.  (1)  Transportation  Expense;?. 

(2)  Traffic  Expenses. 

(3)  General  Expenses. 

(4)  Maintenance  of  Ways  and  Structure. 

(5)  Maintenance  of  Equipment. 

The  items  to  be  charged  to  these  five  different 
accounts  have  been  described  in  detail  by  the 
Interstate  Commerce  Commission.  The  law  relat- 
ing to  these  methods  of  accounting  went  into  effect 
July  1,  1907,  and  the  railroad  reports  based  on  the 
same  commenced  with  the  fiscal  year  ending  June 
30,  1908.  Instructions  may  be  obtained  from  the 
Interstate  Commerce  Commission  explaining  in 
detail  each  of  these  five  items;  but  briefly  they  are 
as  follows: — 

(1)  Transporlaiion  expenses  include  wages  of 
engineers,  firemen,  trainmen,  flagmen,  yardmen, 
clerks,  and  all  station  and  other  employees.  Trans- 
portation expenses  also  include  the  cost  of  coal  and 
other  fuel,  oil  and  water  supplies,  telegraph  and 
other  services.  They  include  furthermore,  all  losses 
for  damages  and  similar  items. 

(2)  Traffic  expenses  include  wages  of  oificers 
and  other  employees  directly  in  charge  of  traffic. 
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such  as  passenger,  freight,  baggage  and  other 
agents,  including  advertising  expenses  and  certain 
expenses  connected  with  the  operation  of  fast 
freight  lines,  etc. 

(3)  General  expenses  include  the  salaries  of 
the  president,  vice-president  and  other  general 
officers,  together  with  their  clerks.  Also  attorney's 
expenses,  insurance  premiums,  and  other  items 
which  cannot  be  charged  to  any  one  of  the  other 
four  divisions  are  included  under. this  third  head 
of  general  expenses. 

(4)  MainteTumce  of  way  and  structures  includes 
expenses  for  renewals  and  repairs  of  roadway 
and  track,  including  ballasting,  repairs  of  bridges, 
culverts  and  switches,  as  well  as  shops  and 
buildings.  In  short,  the  renewal  or  repair  of 
anything  that  .is  movable  is  chained  to  the  main- 
tenance of  way  and  structures. 

(5)  Maintenance  of  equipment  includes  expenses 
for  the  renewals  and  repairs  of  locomotives, 
passenger  cars,  freight  cars  and  other  equipment, 
including  water  equipment  if  the  company  operates 
any  steamships,  tugs  or  barges. 

Now,  what  the  reader  should  remember  is,  that 
the  amount  of  expenditures  which  comes  under  the 
first  three  headings  is  wholly  obligatory  and  de- 
pendent upon  the  mileage,  volume  of  business  and 
the  efficiency  of  operation.  The  road  whose  pro- 
portion of  gross  expended  on  these  first  three  itertis 
is  the  least,  usually  represents  the  highest  efficiency 
of  management,  and  if  the  operating  ratio  included 
only  these  three  items,  it  would  be  worthy  of  care- 
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fui  consideration.     It  is  well,  however,  to  look  into 
these  items  separately. 

Practically  the  total  expenses  as  reported  also 
include  items  four  and  five  which  are  subject  to  the 
control  of  the  board  of  directors.  If  the  directors 
wish  to  make  a  good  showing,  that  is,  to  have  a  low 
percentage  of  operation  and  a  high  percentage  of 
net  earnings,  they  can  economize  on  items  four  and 
five  and  "skin  the  road,"  to  use  a  popular  phrase. 
On  the  other  band,  a  road  with  small  net  earnings 
may  be  spending  a  large  amount  of  money  on  items 
four  and  five,  and  consequently  be  in  a  much 
stronger  position.  Therefore,  when  examining  the 
operating  expenses  of  any  company,  it  is  very 
necessary  to  analyse  said  expenses,  and  note  how 
liberal  the  management  is  relative  to  the  amount 
spent  on  maintenance. 

Transportation,  Traffic  and  General 
Expenses 

These  are  the  first  expenses  which  a  road  must 
pay.  Tlie  average  man  having  a  mortgage  on  his 
house  feels  that  the  interest  on  said  mortgage  is 
the  first  expense  which  he  must  meet,  and  certainly 
this  interest  must  be  paid  before  he  can  set  aside 
any  permanent  savings  or  purchase  automobiles 
and  other  luxuries.  On.  the  other  hand,  the  family 
must  be  fed  even  before  the  interest  is  paid  on  the 
mortgage;  and  thus  a  railroad  must  pay  for  its 
labor,  coal  and  oil  before  it  even  considers  the  pay- 
ment of  interest  on  its  bonds. 

The  investor,  however,  need  not  coi^ider  these 


HOW  TO  READ  A  RAILROAD  REPO!iT      l(j3 

first  three  headings  independently,  but  liimp  them 
together  and  consider  the  percentage  of  gross  earn- 
ings spent  for  transportation,  traffic  and  gejieral 
expenses.  When  this  percentage  is  obtained  and 
the  percentage  of  gross  required  for  fixed  charges, 
then  the  percentage  remaining  can  be  used  either 
for  maintenance  or  dividends.  Of  course,  there 
are  other  important  factors  such  as  "engine  and 
train  milejige,"  "car  and  train  loading,"  "ermine 
and  train  mile  cost  and  earnings";  but  these  cannot 
be  considered  here.  Experts  state  that  on  averag- 
ing all  railroads  of  the  country,  the  expenses  com- 
ing under  these  three  items  have  consumed  less 
than  forty  per  cent  of  the  total  gross  earnings.  If 
twenty  per  cent  has  been  consumed  by  fixed 
charges,  this  may  mean  a  forced  expenditure  of 
sixty  per  cent,  leaving  a  surplus  of  about  forty  per 
l_eent,  all  of  which  may  be  used  wholly  for  dividends, 
r  part  may  be  put  back  into  the  property,  which  of 
^<»urse,  is  a  more  conservative  method. 

The  principal  point  to  remember  regarding  these 
litems  is  that,  with  two  roads  doing  a  similar  busi- 
if  one  consumes  for  operation  a  relatively 
irger  percentage  of  gross  than  the  other,  it  means 
me  or  both  of  two  facts:  "either  tiiat  with  rela- 
tively like  rates  for  the  work  performed,  one  road  ia 
Spot  conducting  its  business  with  the  same  degree  of 
lonomy  as  the  other,  or  that,  with  hke  relative 
seonomy  in  the  conduct  of  ite  busings,  the  rates 
received  by  it  for  work  performed  are  relatively 
smaller."     The  authority  for  the  above  statement 
illustrates  the  same  by  calling  attention  to  the  fact 
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that  the  Chicago,  Milwaukee  &  St.  Paul  Railway 
Company  (which,  by  the  way,  has  extended  its  line 
to  the  Pacific  Coast),  and  the  Chicago  Great  West- 
em  Railway  Company  has  had  (until  recently)  a 
similar  character  of  business;  yet  these  three  items 
of  expense  during  a  term  of  years  have  con- 
sumed an  average  of  about  fifty  per  cent  of  the 
Chicago  Great  Western's  earnings  compared  with 
only  forty  per  cent  in  the  case  of  the  St.  Paul's. 
This,  therefore,  means  that  the  St,  Paul,  owing 
either  to  ita  physical  condition  or  the  character  of 
its  management,  was  then  operated  much  more 
economically  than  the  Chicago  Great  Western,  and 
investors  who  took  the  trouble  to  look  this  up  were 
forewarned  against  purchasing  the  securities  of  the 
latter  and  consequently  did  not  get  caught  at  the 
time  of  the  receivership. 

.When  looking  over  a  list  of  roads,  one  should 
carefully  consider  the  percentage  of  gross  earnings 
which  the  given  road  is  required  to  use  for  the  pay- 
ment of  these  first  three  items  and  its  fixed  chaises, 
knowing  that  what  remains  can  be  used  for  either 
maintenance  or  dividends.  This  remainder  is  the 
real  margin  of  safety  over  and  above  the  actual  ex- 
penses and  interest  charges.  For  this  and  other  rea- 
sons, the  bonds  of  a  railroad  with  the  greatest  margin 
of  safety  should  be  the  safest  to  buy. 

Maintenance  Expenses 

Up  to  the  present  point  we  have  considered  only 
fixed  charges  and  actual  expenses;  thus  leavir^  two 
main  items  to  discuss:  one,  "maintenance,"  and  the 
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other,  "surplus  left  for  dividends,  etc."  The  great 
weakness  of  most  American  railroads  today  is  the 
small  peroeritage  charged  to  maintenance.  It  is 
true  that  a  large  sum  is  spent  upon  maintenance, 
but  there  is  a  vast  difference  between  spending 
money  upon  maintenance  and  charging  it  to  the 
maintenance  account.  For  instance,  every  month 
or  so,  an  office  manager  may  purchase  a  new  type- 
writer for  the  business;  but  he  should  not  chaise 
this  amount  to  "capital  account"  but  rather  to 
"operating  account"  as  a  part  of  the  mainte- 
nance expenses.  Most  of  our  railroads,  however, 
when  purchasing  a  new  locomotive  immediately 
chaise  the  same  to  capital  account  and  not  to 
maintenance  and  operation.  This  is  becoming  a 
very  serious  problem,  and  the  most  unfortunate 
part  of  it  is  that  these  roads  are  said  to  be  en- 
couraged in  this  by  the  authorities  at  Washington. 
These  authorities,  in  order  to  please  the  public  and 
force  lower  rates,  are  urging  the  roads  to  show  as 
large  a  percentage  as  possible  for  dividends  instead 
of  encouraging  them  to  charge  everything  possible 
to  operation. 

Of  course,  one  may  be  over-pessimistic,  but  it 
seems  that  the  present  method  of  rolling  up  these 
huge  bonded  debts  and  making  no  provision  for 
the  same  is  absolutely  wrong.  It  is  true  that  the 
average  bonded  debt  can  probably  be  refunded 
when  due;  but  thei'e  is  a  limit  to  everything,  and 
such  a  hope  cannot  be  banked  on  indefinitely. 
When  one  considers  that  many  of  our  large  rail- 
road systems  have  increased  their  debt  two  or  three 
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hundred  per  cent  during  the  past  ten  yeara,  it 
fairly  makes  one  shudder.  If  these  roads  will 
stop  at  once,  there  will  be  no  trouble;  but  this  rate 
of  increase  cannot  long  continue,  and  the  only 
remedy  ia  either  to  stop  making  improvements  on 
these  roads,  or  else  charge  Said  improvementa  to 
operating  expenses  and  raise  the  rates  correspond- 
ingly. The  latter  method  should  be  adopted,  for 
who  would  not  much  prefer  to  pay  two  and  a 
quarter  cents  per  niiie  to  ride  over  a  100  pound, 
double  tracked,  rock  ballasted  road  with  safety  sig- 
nals, than  to  ride  over  a  road  with  60  pound  rails, 
single  track  and  without  modem  safety  appliances 
at  two  cents  per  mile? 

In  short,  moat  roads  in  the  United  States  with  a 
continuance  of  the  incrnase  in  earnings  which  they 
have  averaged  during  the  past  few  years  can  main- 
tain their  properties  and  pay  interest  on  their 
bonds;  but  there  are  many  railroads  which  cannot 
do  this  and  pay  dividends  on  its  stock  in  addition. 
As,  however,  the  average  stockholder  is  human,  he 
urges  the  directors  to  pay  dividends  and  "trust  to 
luck"  for  maintenance. 

Maintenance  of  Way 
In  ascertaining  whether  the  proper  amount  has 
been  spent  on  maintenance  of  way,  one  should  first 
divide  the  total  expenses  by  mileage  and  ascer- 
tain the  amount  spent  per  mile.  Of  course,  when 
an  expert  is  preparing  a  detailed  report,  such 
figures  are  checked  by  ascertaining  the  amount 
spent  on  maintenance  per  "one  million  ton  miles 
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earned"  per  mile  of  road,  aa  the  amount  of  traffic 
is  an  important  factor.  Also  the  territory  in  which 
the  road  operates  is  an  important  consideration,  as 
more  per  mile  should  be  spent  on  a  mountainous 
road  such  aa  the  Denver  &  Rio  Grande  than  on  a 
level  road,  such  as  the  Illinois  Central  Railroad. 
One  should  also  consider  the  possibility  of  obtain- 
ing material, — that  is,  whether  gravel,  rock  ballast 
and  other  supplies  are  immediately  adjoining  the 
property  or  must  be  hauled  a  long  distance.  One 
road  for  instance,  may  spend  only  $750  per  mile 
for  maintenance  of  way,  and  yet  keep  its  property 
in  better  condition  than  another  road  spending  over 
SI, 000  per  mile. 

It  is  plain  that  a  road  with  considerable  double 
track  should  require  a  larger  expenditure  per  mile 
of  road,  as  technically  "per  mile  of  road"  refers  to 
the  road  bed  and  does  not  consider  whether  it  con- 
tains only  a  single  track  as  across  the  Arizona 
Desert  or  a  four-track  line  as  between  New  York 
and   Pennsylvania. 

In  short,  experts  state  that  when  a  rail- 
road's maintenance  of  way  expenses  average 
below  S800  per  mile  of  track,  the  investor 
should  purchase  only  old,  underlying  liens  or  else 
carefully  examine  conditions.  Other  experts  claim 
that  southern  and  western  roads  are  justified  in 
spending  only  from  $900  to  $1,100  per  mile  of 
track  for  maintenance,  while  the  large  eastern 
trunk  lines  are  justified  in  limitii^  their  expendi- 
tures per  mile  of  track  (not  per  mile  of  road)  to 
$1,300  or  $1,400. 
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Maintenance  of  Equipment 

Maintenance  of  ec]uipment  figures  are  also  given 
on  a  per  mile  basis,  but  this  is  of  very  little  practi- 
ral  benefit;  and  Floyd  W.  Mundy,  an  authority  on 
thia  subject,  states  as  follows: — 

"Comparison  of  the  maintenance  of  equipment 
expenses  per  mile  of  road  avails  little.  The  best 
basis  for  testing  the  efficiency  of  these  is  to  ascer- 
tain the  average  amount  expen<ied  on  *.'quipment 
per  unit  of  service  rendered  by  the  equipment;  that 
is,  the  average  outlay  per  locomotive  per  mile  run, 
per  freight  car  per  mile  run,  and  per  passenger  car 
per  mile  run.  Maintenance  of  equipment  depends 
not  alone  upon  the  amount  of  equipment  to  be  main- 
tained, but  also  upon  the  service  rendered  by  the 
equipment. 

"It  stands  to  reason  that  the  Erie  Railroad,  for 
example,  with  a  freight  density  one  year  of 
3,013,502  ton  miles  and  a  passenger  density  of 
267,749  passenger  miles  per  mile  of  road,  must 
expend  more  per  mile  of  road  for  'Maintenance 
of  Equipment'  than  the  Atchison,  with  a  freight 
density,  that  same  year,  of  674,538  ton  miles, 
and  a  passenger  density  of  122,616  passenger  miles 
per  mile  of  road." 

An  example  will  show  that  equipment  mainte- 
nance has  necessarily  no  relation  to  gross  earnings. 
Suppose  the  tonnage  of  one  road  consists  altogether 
of  low  class  freight,  as  coal  or  iron  ores,  and  the  ton- 
nage of  another  road  whoUy  of  high  class  freight. 
Each  road  earns  $18,000  per  mile.  The  density  of 
the  first  road's  traffic,  and  as  a  consequence,  the 
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service  rendered  by  its  equipment,  must  be  far 
greater  than  that  of  the  setoud  road.  The  business 
of  the  one  road  might  be  successfully  conducted 
with  one-third  of  the  equipment  and  power  required 
by  the  other. 

It  may  be  said  that  under  present  conditions, 
about  65  to  63  cents  per  locomotive  per  mile 
run,  5  to  7  mills  per  freight  car  per  mile  run  and 
Ij  cents  per  passenger  car  per  mile  run  repre- 
sent fair  annual  outlays  for  equipment  mainte- 
najice,  or  that  an  average  of  $2,000  to  $2,500  per 
annum  per  locomotive,  $55  to  $65  per  annum  per 
freight  car  and  $650  per  annum  per  passenger  car 
approximate  normal  maintenance  requirements. 
All  this  depends  much  upon  the  character  of  equip- 
ment required  in  the  service,  locomotive  mainte- 
nance sometimes  going  as  high  aa  $5,000  per 
annum,  freight  car  $500,  and  passenger  car  $2,000. 

There  are  many  roads  where,  although  main- 
tenance both  for  roadway  and  equipment  is  clearly 
surcharged,  the  extent  of  the  excess  of  maintenance 
over  normal  requirements  cannot  be  taken  as 
present  earning  power.  Take  again,  for  example, 
the  Erie  or  Atchison.  After  reorganization,  the 
properties  of  the  Erie  and  Atchison  were  turned 
over  to  the  new  managers  in  a  deplorable  physical 
condition.  Here  the  needs  were  so  unusual  as 
to  make  imperative,  extraordinary  charges  to 
operating  expenses  for  maintenance.  The  excess  of 
these  expenses  over  normal  requirements  could 
be  considered  only  as  offering  opportunity  for 
future  retrenchment.     It  could  in  no  way  be  taken 
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as  an  iinmcdiato  margin  of  safety.  Following 
the  ruliiiga  of  tlie  Interstate  C'onimerce  Commission, 
a  majority  of  the  railroad  companies  charged  to 
"Maintenance  of  Equipment"  during  the  last  fiscal 
year  amounts  for  depredation  varying  from  six 
per  cent  to  one  per  cent  and  less.  From  even 
a  casual  examination  of  the  railroad  reports  for 
the  past  fiscal  year,  it  is  apparent  that  mitil 
the  Commission  shall  specify  the  exact  rate  to  be 
charged  on  account  of  depreciation  of  equipment, 
the  desired  result  for  which  the  law  was  enacted 
will  not  be  attained. 

For  those  who  want  to  study  this  subject  so  as  to 
be  able  to  select  their  own  railroad  investments, 
the  suggestions  in  this  and  in  the  previous  chaptw 
are  none  too  exhaustive.  This  analysis,  of  course, 
requires  time  and  study. 

In  short,  the  purchaser  of  railroad  bonds  should 
first  ascertain  the  fixed  chaises,  the  relation  of  said 
fixed  charges  to  the  total  net  income,  and  also  to  the 
total  gross  income.  If  said  fixed  charges  are  not 
over  50  per  cent  of  the  net  income  and  not  over  20 
per  cent  of  the  gross  income,  then,  ail  things  being 
equal,  the  bonds  secured  by  a  fii-st  mortgage  on 
such  property  should  be  perfectly  safe.  If,  how- 
ever, either  of  the  above  tests  fail,  an  examination 
of  the  maintenance  account  should  next  be  con- 
sidered. 

If  the  bond  salesman,  who  needs  to  be  well  posted 
in  order  to  bring  out  these  points,  shows  that  the 
road  is  spending  an  abnormally  large  amount  on 
maintenance,  one  may  still  be  justified  in  purchas- 
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ing  the  bonds;  but  if  the  maintenauce  figures  are 
small  compared  with  other  roads  located  in  the 
same  territory,  then  it  is  well  either  not  to  purchase 
any  securities  of  said  road  or  else  confine  one's  in- 
vestments to  the  old,  underlying  liens. 

Of  course  the  reader  should  not  lose  sight  of  the 
difference  in  priority  of  different  issues.  Some  of 
the  bond  issues  of  a  company,  with  a  number  of 
issues  outstanding,  will  of  course,  take  precedence 
over  the  others,  and  this  fact  of  priority  of  liens  is 
a  very  important  one  for  the  investor  to  ascertain. 

This,  however,  has  previously  been  treated; 
sufficient  it  must  be  to  say  that  buying  railroad 
bonds  is  much  like  buying  automobiles.  If  you 
are  a  good  mechanic  and  thoroughly  understand 
all  the  "outs"  as  well  as  the  "ins,"  you  may  feel 
free  to  consider  any  one  of  the  various  "makes"  or 
grades,  as  every  "make"  has  some  good  point  and  is 
worth  some  price.  If,  however,  you  are  not  an 
expert,  or  you  are  unwilling  to  give  a  little  time  to 
studying  the  different  "makes,"  you  had  better  con- 
fine yourseff  to  the  best  "makes"  and  deal  only  with 
reputable  agents.  In  the  same  way,  if  you  as  an 
investor  are  miable  to  give  a  little  of  your  tune  to 
definitely  studying  the  subject  of  investments  so 
that  you  can  figure  out  valura,  important  calcu- 
lations and  equities  for  yourself,  you  had  better 
confine  your  purchases  to  the  underlying  liens  of 
old  established  properties  and  pay  the  price. 
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WE  have  considerGd  the  three  main  features 
of  a  railroad  report:  first,  the  amount 
required  for  fixed  charges,  second,  the 
amount  required  for  operating  expenses,  and  third, 
that  portion  of  operating  expenses  used  for  main- 
tenanee.  So  far  as  the  bond  buyer  is  concerned, 
these  are  practically  the  only  items  he  need 
seriously  consider.  Before  purchasing  the  slock 
of  a  railroad,  however,  there  are  other  features 
which  should  be  studied,  the  principal  of  which 
is  the  percentage  of  gross  earnings  available  for 
dividends,  or  to  go  a  step  further,  the  percentage 
earned  on  the  stock. 

How  the  Expert  Writes  His  Report 

When  the  stock  of  a  railroad  is  being  considered, 
it  is  generally  assumed  that  the  client  would  not 
consider  said  stock,  unless  the  bonds  are  perfectly 
good.  Therefore,  if  the  relation  of  fixed  charges 
to  the  net  and  gross  earnings  is  satisfactory,  an 
effort  is  then  made  only  to  ascertain  first,  the  per 
cent  of  gross  remaining  for  maintenance  and  divi- 
dends after  the  payment  of  necessary  operating 
expenses  and  fixed  charges;  and  second,  the  amount 
remaining  for  dividends  on  the  PrefeiTe<l  and 
Common  stocks  after  the  payment  of  all  operat- 
ing expenses  including  maintenance,  together  with 


SELECTING  RAILROAD  STOCKS  173 

fixed  charges.  For  instance,  in  the  report  relative 
to  the  stock  of  the  Atchison,  Topelca  &  Santa 
Fe  Railway  Co.  referred  to  above,  a  statement 
appears  aa  follows: — 

''Preferred  stock  of  the  Atchison,  Topeka  & 
Santa  Fe  Ry.  Co.  in  outstanding  to  the  amount  of 
1114,173,730,  or  at  a  total  average  rate  of  $11,031 
per  mile  of  road  operated.  The  surplus  with  which 
to  pay  dividends  thereon  amounts  to  19.5  per  cent 
of  the  gross  earnings,  comparing  with  an  allowable 
figure  of  about  17  per  cent.  For  the  fiscal  year 
ending  June  30,  1911,  the  total  income  available 
for  dividends  on  the  Preferred  stock,  after  the 
payment  of  all  fixed  charges,  etc.,  amounted  to 
about  $2,065  per  mile  and  the  full  dividends  on 
the  Preferred  stock  require  about  $551  per  mile. 
Therefore,  about  $18.72  per  share  was  earned  with 
which  to  pay  full  Preferred  dividends  of  $5  per 
share,  leaving  a  margin  of  about  $13.72  per  share. 
This  company  is  considered  in  the  class  where  such 
a  margin  over  and  above  the  Preferred  dividends 
is  satisfactory.  The  increase  in  net  earnings  for 
the  year  ending  June  30,  1911,  compared  with  the 
previous  year,  caused  this  amount  earned  on  the 
Preferred  to  change  from  $17.89  to  $18.72. 

"The  Common  stock  of  the  Atchison,  Topeka  & 
Santa  Fe  Ry.  Co,  was  outstanding  to  the  amount 
of  $168,430,500  or  a  total  average  of  about  $16,273 
per  mile  of  road  operated.  The  surplus  with 
which  to  pay  dividends  thereon  amounted  to  13.9 
per  cent  of  the  gross  earnings,  compared  with  an 
allowable  figure  of  about  11  per  cent.     For  said 
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fiscal  year  ending  June  30,  the  surplus  income 
available  for  dividends  un  the  Common  stock, 
after  payment  of  all  fixed  charges  and  full  divi- 
dends on  the  Preferred  stock,  amounted  to  about 
1S1,415  per  mile,  and  a  dividend  of  $6  per  share 
on  the  Common  required  $9.60  per  mile.  There- 
fore about  $9.30  per  share  was  earned  with  which 
to  pay  the  present  $6  per  share  dividends  on  the 
Common  stock.  It  is  interesting  to  note  that  the 
change  in  earnings,  fixed  charges,  and  amount  of 
Common  stock  outstanding  for  the  year  ending 
June  30,  caused  the  "amount  earned"  on  the  Com- 
mon stock  to  change  from  $8.89  per  share  to  $9.30 
per  share." 

In  ascertaining  the  amount  earned  on  the  stock 
of  any  given  road  a  series  of  years  should  be 
taken;  for  if  the  earnings  for  only  one  or  two  years 
are  used,  there  is  great  liabihty  that  an  unfair 
ratio  may  be  obtained.  A  number  of  things  might 
happen  which  would  temporarily  affect  the  earn- 
ings over  a  short  period,  but  which  would  not 
materially  change  the  earnings  over  a  period  of 
five  years.  The  amount  earned  on  the  stock  is  an 
important  figure;  but  it  should  be  used  carefully, 
and  not  without  considering  the  stability  of  the 
gross  earnings.  For  instance,  two  roads  may  be 
earning  the  same  per  cent,  and  yet  one  may  have 
a  much  larger  margin  of  safety  than  the  other. 
They  both  may  be  earning  ten  per  cent  on  their 
capital  stock,  but  one  may  have  a  capitalization  of 
$50,000,000  and  the  other  $30,000,000.  If,  how- 
ever, in  some  poor  year,  there  should  be  a  great 
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decrease  in  the  gross  earnings,  and  both  companies 
should  suffer  alike,  the  company  with  the  larger 
capitalization  aud  larger  gross  earnings  would  have 
a  balance  left  for  dividendSj  while  the  earnings  of 
the  second  road  might  be  entirely  wiped  out.  The 
emphasis  here  may  be  placed  upon  the  fact  that  the 
"margin  of  safety"  of  two  roads,  each  earning  tea 
per  cent  on  capital  stock,  is  by  no  means  the 
same. 

The  surplus  may  be  used  in  making  a  compari- 
son of  two  companies  but  only  after  various  other 
items  such  as  proper  maintenance,  etc.,  have  been 
considered.  As  was  previously  explained,  it  is 
very  important  that  a  certain  per  cent  of  the  gross 
earnings  should  be  spent  for  maintenance  each  year 
upon  every  railroad  in  the  United  States.  It  can 
be  readily  seen  that  should  it  be  found  necessary 
to  cut  down  the  maintenance  chaises  for  one  reason 
or  another,  the  surplus  might  be  greatly  increased, 
or  if  maintenance  is  increased,  the  surplus  be  de- 
creased, other  items  being  the  same. 

This  is  well  illustrated  by  taking  two  roads,  the 
first  of  which  found  it  impossible  to  appropriate  the 
necessary  percentage  of  its  gross  for  maintenance 
over  a  period  of  years,  while  the  expenditures  of  the 
second  for  maintenance  were  even  more  than  was 
absolutely  necessary.  If  both  roads  should  ex- 
perience very  prosperous  times  over  a  series  of 
years,  the  first  would  be  obhged  to  increase  its 
maintenance  chaises  much  more  in  proportion  than 
would  the  second  road,  and  thus  not  be  able  to  add 
its   additional    earnings   to   surplus.     The   second 
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road  might  possibly  be  able  to  keep  its  maintenance 
chaises  at  the  same  rate,  thereby  being  enabled  to 
increase  its  surplus  and  indirectly  its  margin  of 
safety.  The  gross  eaminga  of  two  roads,  with  a 
vast  difference  in  miles  owned  but  approximately 
the  same  capitalization  per  mile,  may  be  equal,  and 
in  which  case  it  will  be  readily  seen  that  the  smaller 
road  may  be  greatly  over-capitalized,  and  the  mar- 
gin of  safety  upon  its  capital  stock  must  necessarily 
be  very  small. 

It  will  often  be  noticed  that  some  of  the  lai^^r 
roads  have  a  large  leasehold  interest  and  con- 
sequently guarantee  the  payment  of  the  dividends 
upon  the  stock  of  the  leased  Unes.  This,  in  pros- 
perous years,  will  prove  a  great  advantage,  as  in- 
creased earnings  of  leased  lines  will  add  greatly  to 
the  income  of  the  guaranteeing  company;  but 
should  a  year  of  poor  eaminga  and  depression  set 
in,  this  guaranteeing  company  may  earn  an  amount 
equal  only  to  what  it  has  previously  paid  as  divi- 
dends on  its  own  stock.  As  such  guarantees  are 
for  definite  dividends  on  the  stock  of  a  number  of 
other  roads,  and  the  company  is  obliged  to  pay 
these  before  any  dividends  can  be  paid  on  their 
own  stock,  this  may  make  it  necessary  for  the 
parent  company  to  reduce  its  own  dividends. 

Average  Figures 

Instead  of  further  describing  the  various  factors 
to  consider  in  a  railroad  report  when  selecting  a 
stock  for  investment  purposes,  a  list  of  average 
figures  is  prepared  which  enables  the  investor  to 
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quickly  make  tests  for  himself.  It  will  be  remem- 
bered that  the  first  item  of  importance  is  to  note 
the  per  cent  of  gross  earnings  consumed  by  fixed 
charges,  it  being  stated  that  bonds  of  a  road  con- 
suming more  than  20  per  cent  are  not  usually 
considered  safe  and  conservative.  The  second 
main  feature  of  importance,  as  is  evident  from  what 
has  already  been  said,  is  the  margin  over  fixed 
charges,  or  the  leeway  which  a  company  has  for  the 
possibility  of  decreased  earnings  before  using  up  its 
total  net  earnings.  These  two  items  should  ba 
carefully  studied  when  considering  the  purchase  of 
a  railroad  bond. 

When  considering  the  stock  of  a  company,  another 
item  should  be  considered,  namely,  the  percentage 
of  gross  available  for  dividends.  These  three 
factors  are  the  most  important  features  con- 
tained in  the  report  of  any  railroad  company,  and 
the  investor  should  thoroughly  understand  the 
meaning  and  use  of  these  three  items  in  order  to 
quickly  interpret  any  railroad  report.  It  will  be 
seen  that  the  first  and  last  of  these  percentages  are 
based  on  gross  earnings,  while  the  second  one  is 
based  on  net  earnings,  AH  three  items  combined, 
however,  present  a  formidable  and  very  conclusive 
digest  of  an  entire  report. 

In  a  email  country  like  England  it  would   be 
I  necessary  to  give  only  three  average  figures,  one 
'  for  each  of  these  three  factors  by  which  almost 
every  report  could  be  judged;  but  in  a  large  coun- 
try like  the  United  States,  such  a  procedure  is  very 
unfair.    For  instance,  it  has  been  worked  out  that 
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in  the  case  of  the  New  York,  New  Haven  &  Hart- 
ford Railroad  Company,  it  ia  entirely  proper  that 
the  fixed  charges  should  consume  22  per  cent  of  the 
gross  earnings,  that  a  margin  of  36  per  cent  over 
fixed  chaises  ia  safe,  and  that,  if  the  road  is  being 
properly  maintained  and  the  surplus  amounts  to 
11  per  cent  of  the  gross  earnings,  said  surplus 
is  satisfactory.  It  also  would  be  entirely  justifi- 
able to  use  these  same  figures  for  the  Boston  & 
Maine  Railroad  Company,  and  thus  these  two 
systems  can  be  readily  compared.  On  the  other 
hand,  to  use  the  same  figures  to  test  the  New  York, 
New  Haven  &  Hartford  System  and  the  St.  Louis 
&  San  Francisco  System  would  be  entirely  im- 
proper. 

Instead  of  being  located  in  a  thickly  settled  New 
England  territory  with  fairly  regular  traffic,  the 
St.  Louis  &  San  Francisco  Railroad  is  located  in 
Oklahoma,  Texas  and  other  southwestern  territory, 
which  is  sparsely  settled  and  where  the  traffic  is 
very  largely  dependent  upon  the  crops,  thus  subject 
to  great  fluctuations.  Consequently,  to  have  tb.e 
bonds  of  the  St,  Louis  &  San  Francisco  Railroad 
Company  as  good  as  the  bonds  of  the  New  Haven, 
the  fixed  charges  of  the  St.  Louis  &  San  Francisco 
system  should  consume  not  more  than  15  per  cent 
of  the  gross  earnings  and  the  margin  of  safety  over 
fixed  charges  should  be  57  per  cent.  To  have  the 
stock  of  the  St.  Louis  &  San  Francisco  a  con- 
servative investment  stock,  at  least  18  per  cent 
of  the  gross  earnings  should  be  available  for 
dividends. 


SELECTING  RAILROAD  STOCKS  179 

The  Great  Railroad  Zones 

This,  therefore,  necessitates  dividing  our  country 
into  different  zones,  or  dividing  the  railroads  of 
our  country  into  different  groups.  Loading  experts 
have  for  convenience  settled  on  eight  groups,  and 
these  roughly  are  as  follows: — 

(1)  Roads  in  the  New  England  States. 

(2)  Northern  Eastern  Roads. 

(3)  Connecting  Trunk  Lines. 

(4)  Middle  Western  Roads. 

(5)  The  Pacific  Roads. 

(6)  The  Southern  Roads 

(7)  Pacific  Southern  Roads. 

(8)  Southwestern  Roads. 

Of  course,  it  ia  impossible  to  draw  arbitrary 
lines,  and  one  must  use  judgment  in  decidii^  to 
which  group  a  given  road  belongs.  A  list  of  one 
hundred  leading  roads  in  the  country,  however, 
together  with  the  group  to  which  they  are  usually 
assigned,  is  herewith  annexed.  This  fist  may  be 
used  by  the  investor  in  ascertaining  to  what  group 
a  road  belongs;  then,  by  referring  to  the  follow- 
ing table,  he  may  quickly  obtain  the  percentages 
which  he  will  use  in  testing  the  report  of  the  road  in 
question. 
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Table  for  Testing  Railroad  Securitiea 

Per  Cent  of  Grosi           Unrgia           Per  Cent  o(  G 
Piled  CbargEs          Fi.ed  Cbatse™               Surplus 

1  22                   36                   11 

2  21                   39                   12 

3  20                   42                   13 

4  19                   45                   14 

5  18                   48                   15 

6  17                   51                   16 

7  16                   54                   17 

8  15                   57                   18 

Index  Showing  to  What  Group  Any 
Railroad  Belongs 

(Underlying  liens  of  any  of  these  should  be  h 
investments). 

Atchison,  Topeka  &  Santa  Fe        .      . 

Canadian  Northern        ... 

Central  Raib-oad  of  New  Jersey     .      . 

Chicago  &  Alton 

Chicago  &  Eastern  Illinois        .      .      . 

^^^^■^^^^^^H 
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Chicago  &  Northwestern 4 

Chicago,  Burlington  &  Quincy 4 

Chicago  Great  Western 4 

Chicago,  Indiana  &  Southern 4 

Chicago,  Indianapolis  &  Louisville      ....  4 

Chicago,  Milwaukee  &  St.  Paul 5 

Chicago,  St.  Paul,  Minneapolis  &  Omaha  5 

Cincinnati;  Hamilton  &  Dayton 4 

Cincinnati,  New  Orleans  &  Texas  Pacific  6 

Cleveland,  Cincinnati,  Chicago  &  St.  Louis    .  4 

Cleveland,  Lorain  &  Wheeling 4 

Colorado  &  Southern 7 

Cuba  Railroad 4 

Delaware  &  Hudson 3 

Delaware,  Lackawanna  &  Western  .3 

Denver  &  Rio  Grande 7 

Detroit,  Toledo  &  Ironton 4 

Duluth,  South  Shore  &  Atlantic 6 

Erie 3 

Evansville  &  Terre  Haute         4 

Fort  Worth  <&  Denver  City 7 

Georgia  Southern  &  Florida 6 

Grand  Rapids  &  Indiana 4 

Grand  Trunk  Railway  of  Canada        ....  5 

Grand  Trunk  Pacific 5 

Great  Northern         5 

Hocking  Valley         4 

Illinois  Central 4 

Indiana,  Illinois  &  Iowa 4 

International  &  Great  Northern 8 

Iowa  Central                  4 

Kanawha  &  Michigan 4 
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Kansas  City  Southern flfl 

Lake  Eric  &  Western 4'J 

Lake  Shore  &  Michigan  Southern        ,      ,      .      ,     2'^ 

Lehigh  Valley  

Long  Inland 2j 

Louisville  &  Nashville 

Maine  Central 

Michigan  Central 

Minneapoha  &  St.  Louis 

Minneapolis,  St.  Paul  &  Sault  Stc.  :Mii.ric 
Missouri,  Kansas  &  Texas         ..... 

Missouri  Pacific  System 

MobUe&Ohio 

Nashville,  Chattanooga  &,  St.  Louis    . 

New  York  Central  &  Hudson  River    . 

New  York,  Chicago  &  St.  Louis     .... 

New  York,  New  Haven  &  Hartforfl 

New  York,  Ontario  &  Western       .... 

New  York,  Susquehanna  &  Western 

Norfolk  &  Western 

Northern  Central 

Northern  Pacific , 

Pennsylvania 

Pennsylvania  Company 

Pere  Marquette         

Peoria  &  Eastern 

Pliiladelphia  &  Erie 

Philadelphia,  Baltimore  &  Washington     . 

Pittsburgh  &  Luke  Erie 

Pittsburgh,  Cincinnati,  Chicago  &  St.  Louis  ^fl 

Readmg  Company 

Rock  Island  System 7 1 
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Rutland 1 

St.  Louis  &  San  Francisco 8 

St.  Louis  &  Southwestern 8 

Seaboard  Air  Line 6 

Southern  Pacific  System 5 

Southern         6 

Texas  &  Pacific         8 

Toledo  &  Ohio  Central        4 

Toledo,  St.  Louia  &  Western  4 

Union  Pacificf 5 

Vandalia  4 

Wabash 4 

West  Jersey  &  Seashore 3 

Western  Maryland         3 

West«m  Pacific         5 

Wheeling  &  Lake  Erie         4 

Wisconsin  Central 4 

Yazuo  &  Mississippi  Valley 6 

It  will  be  seen  that  the  above  table  affords  a 
simple  method  of  testing  a  report  of  any  railroad 
company,  it  being  necessary  simply  to  ascertain  to 
what  group  the  road  belongs  and  then  to  teat  the 
actual  percentages  by  the  ideal  percentages  given 
for  that  particular  group.  By  working  out  the 
figures  on  two  roads,  their  stocks  may  be  readily 
compared  by  noticing  which  road  makes  the  best 
showing  compared  with  the  ideal  figures  for  its 
group. 

Of  course  when  stocks  are  purchased  for  specu- 
lation, there  are  other  factors  which  must  be 
considered.  There  are  times,  when,  owing  to  fund- 
amental business  conditions,  the  stocks  of  all  of  the 
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above  roads  are  a  good  purchase  and  any  investor 
buying  such  stocks  is  sure  to  make  a  profit;  but 
until  these  times  come,  it  is  not  well  for  the  in- 
vestor to  attempt  to  speculate.  Moreover,  during 
such  times  one  should  confine  his  purchases  simply 
to  a  few  of  the  highest  grade  railroad  stocks,,  auch 
as  the  Pennsylvania;  Chicago  and  Northwestern; 
Illinois  Central ;  New  York  Central  &  Hudson 
River;  Louisville  &  Nashville;  New  York,  New- 
Haven  &  Hartford;  Delaware  &  Hudson;  Great 
Northern;  Northern  Pacific;  Southern  Pacific,  and 
a  few  others. 

When  selecting  stocks,  however,  for  permanent 
investment,  to  be  put  away  in  a  tin  box  and  for- 
gotten, the  investor  should  make  the  tests  above 
suggested  and  should  purchase  only  such  stocks 
that  pasa  these  teats.  These  tests  given  above  are 
in  most  cases  sufficient  for  the  purpose;  but  if  it  ia 
desired  to  make  a  further  study,  it  is  well  to  work 
out  additional  figures  comparing  them  with  figures 
of  other  roads  similarly  located.  For  a  suggestion 
as  to  four  of  these  features,  the  following  conclu- 
sions taken  from  the  above  mentioned  report  on 
the  Atchison,  Topeka  &  Santa  Fe  may  be  of  in- 
terest:— 

(1)  There  has  been  an  increase  of  12.1  per 
cent  in  "total  capitalization"  per  mile  owned  since 
June  30,  1901,  when  said  figure  stood  at  $52,808, 
compared  with  $59,193  on  June  30  of  the  previous 
year. 

(2)  There  has  been  an  increase  of  23.2  per 
cent  in  "total  net  earnings,"  excluding  taxes,  per 
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mile  operated  since  June  30,  1901,  when  said  figure 
amounted  to  $2,887  compared  with  S3,769  on  June 
30  of  the  previous  year. 

(3)  The  per  cent  of  "total  gross"  spent  on 
"maintenance"  has  changed  from  24.7  per  cent  in 
1901  to  29,8  per  cent  for  the  past  year  ending 
June  30,  during  which  latter  year  about  SI, 552  per 
mile  was  spent  on  "maintenance  of  way  and  struc- 
tures," and  about  $1,612  per  mile  on  "maintenance 
of  equipment." 

(4)  The  per  cent  of  "total  gross"  consumed  by 
"fixed  charges"  and  "conducting  transportation 
and  general  expenses"  has  changed  from  52.3  per 
cent  in  1901  to  50.7  per  cent  for  the  past  year  ending 
June  30. 

The  difference  between  this  last  figure  and  100 
per  cent,  Tiamely  4S-3  per  cent,  shows  in  percentage 
the  balance  of  the  gross  earnings  available  for 
maintenance,  improvements  and  dividends.  This 
balance  is  one  of  the  most  impprtant  figut^s  .of  !i£. 
er^re  report.  The  larger  the  perceniag§  of  balance 
and  tfie  more  steady  and  constant  its  growth — aii 
else  being  g^uoZ — the  more  valuable  is  the  slin^ 


CHAPTER  XI 

ELECTRIC  RAILWAY  SECURITIES 

The  Link  Between  the  Investor  and  the 
Voter 

A  BOOKLET  on  Electric  Railway  securities 
published  recently   by  one  of  the  largest 
banking  houses  in  this  country,   reads  in 
part  as  follows: — 

"As  the  security  of  government  and  municipal 
bonds  lies  in  the  ability  of  the  people  to  pay  taxes 
and  the  extent  to  which  they  are  burdened  there- 
with, so  the  security  of  the  pubhe  service  corpora- 
tion bonds  lies  not  so  much  in  the  plants  or  real 
property  possessed  as  in  the  degree  to  which  the  use 
of  their  facihties  is  imperative;  things  _  without 
which  the  people  cannot  get  along;  for  the  extent 
to  which  their  use  is  absolutely  necessary,  is  their 
support,  a  tax  upon  the  people;  a  tax  even  more 
impossible  to  escape  than  those  imposed  by  legisla- 
tion, because  the  laws  by  which  they  are  levied  are 
natural  instead  of  legislative. 

"It  is  unnecessary  to  explain  in  detail  the  way  in 

which  public  service  corporations  tax  the  people, 

L  their  commerce  and  their  industries.     The  flames 

■  from  burning  home  and  factory  quenched  by  the 

B^Btreanis  from  neighboring  hydrants  prove  the  worth 

:  water  bonds.     Likewise,  the  throngs  of  clerks 

md   workmen  carried   every   morning   from   their 
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homes  to  the  office  or  shop  and  back  again  at  night 
are  proof  of  the  security  of  street  railway  bonds. 
The  fact  that  such  a  statement  as  this  seems  so 
commonplace  is  proof  of  the  necessity  resting  upon 
the  people,  industries  and  commerce  to  support 
these  pubhc  utilities." 

The  principle  exploited  in  the  above  statements 
is  radically  wrong,  and  is  at  the  bottom  of  ninety 
per  cent  of  all  financial  and  pohtical  troubles  affect- 
ing railway  properties  in  our  large  cities  today. 
The  point  made  by  this  writer,  that  the  actual  cost 
or  replacement  value  of  the  real  property  possessed 
is  a  secondary  matter;  and  the  strength  of  street 
railway  securities  hea  in  the  power  of  the  company 
to  tax  "the  throngs  of  clerks  and  workmen  carried 
every  morning  from  their  homes  to  the  office  and 
shop  and  back  again  at  night,"  is  an  exploded  fal- 
lacy. Fortunately  for  the  citizen  and  unfortu- 
nately for  the  promoter,  there  has  been  progress 
in  civic  conditions  as  well  as  in  means  of  transporta- 
tion, methods  of  manufacture  and  other  lines, 
and  although  the  principle  outlined  in  the 
above  quotation  could  have  been  depended  upon 
and  utilized  a  dozen  years  ago,  this  is  not  the 
case  today. 

Today,  unless  street  railway  securities  are  rein- 
forced by  property,  the  actual  replacement  value 
of  which  exceeds  the  market  value  of  the  securities, 
they  should  not  be  reconunended  by  conservative 
banking  houses.  There  was  once  a  time  when  a 
street  railway  company  could  increase  its  earnings 
so  as  to  pay  the  interest  on  almost  any  capitahzation 
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iby  eimply  increasing  the  rate  of  fare  (or  decreasing 
the  service)  on  its  roads;  for,  as  the  above  writer 
suggests,  it  is  absolutely  necessary  for  the  people 
to  use  the  street  railway  whatever  the  rate  of  fare  or 
the  condition  of  the  service.  This  very  fact,  how- 
ever, has  caused  the  courts  to  rule  that  this  ques- 
tion of  fares  and  service  is  a  public  question  to  be 
decided  not  by  the  company,  but  by  the  public 
through  their  official  commissioners,  and  thus  with- 
in the  last  few  years  in  many  cities  "the  goose  that 
ys  the  golden  eggs"  has  been  killed. 

The  Franchise 

Although  franchises  should  not  be  capitalized, 
yet  they  are  absolutely  necessary  to  the  operation 
of  all  public  service  corporations.  A  charter  of  a 
street  railway  company  differs  little  from  the  char- 
ter of  a  manufacturing  or  business  corporation. 
The  charter  is  obtained  from  the  state,  and  is 
simply  a  permission  to  organize  a  company  for 
carrying  on  a  certain  line  of  business  without 
inflicting  personal  liabiUty  upon  the  owners. 
Although  in  some  states  the  charters  are  for  a 
limited  number  of  years,  yet  they  can  ahnost 
always  be  renewed,  and  practically  speaking,  are 
perpetual.  The  fact,  however,  that  a  charter  is 
perpetual  is  usually  of  no  special  interest  to  the  in- 
veetor.     What  the  investor  is  interested  in  is  the 

'.nchise,  which  is  an  entirely  different  matter. 
iTo  obtain  a  charter  for  a  company  is  usually  a 

,tter  of  form;  but  after  the  charter  is  obtained 

id  the  company  is  organized,  to  obtain  a  franchise 
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for  operating  a  street  railway  in  any  city  is  an  en- 
tirely ilifferent  matter. 

The  frauiihiae  is  a  licenae  to  lay  tracks  and 
operate  cars  in  the  streets  of  a  city,  and  said  license 
is  granted  by  the  local  government  of  said  city. 
In  fact,  the  franchise  of  a  street  railway  is  identi- 
cally like  the  license  of  a  liquor  dealer.  Three 
men  could  at  any  time  organize  a  corporation  to  sell 
liquor  in  New  York  or  any  of  our  large  cities  hav- 
ing a  license  system;  but  the  charter  which  is  ob- 
tained from  the  state  is  not  sufficient.  After 
obtaining  the  charter,  a  license  must  then  be 
obtained  from  the  license  commissioners  of  the  city 
of  New  York.  With  such  a  license  the  corporation 
would  be  able  to  sell  liquors  in  New  York;  but 
without  said  license,  their  charter  would  be  abso- 
lutely valueless.  Now,  Instead  of  calling  this  right 
to  operate  street  ears  a  "license"  like  the  right  to 
sell  liquors,  to  collect  junk,  or  to  operate  taxicabs, 
it  is  termed  a  "franchise." 

There  are  three  classes  of  these  franchises: — 

(1)  The  so-called  perpetual  or  nine  himdred 
and  ninety-nine  year  franchise. 

(2)  The  limited  franchise  operating  from  twenty 
to  fifty  years. 

(3)  The  terminable  franchise  which,  in  fact, 
is  often  perpetual  but  in  theory  can  be  revoked  at 
any  time. 

Certain  street  railways  in  New  York  City  serve 
as  the  beat  illustrations  of  the  first  mentioned  fran- 
chise, and  without  doubt  tht^e  franchises  for  the 
old  surface  Unes  operating  in  the  lower  part   of 
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Manhattan  Island  are  extremely  valuable.  Based 
on  the  principle  outlined  in  the  quotation  given  in 
our  first  paragraph,  they  were  at  one  time  thought 
so  valuable  that  the  stock  of  the  MetropoUtan 
Street  Railway  Company  sold  at  $182  per  share 
and  paid  a  dividend  of  7%.  A  purchaser  of  this 
stock  at  such  a  price,  stated  to  the  writer  at  that 
time  that  there  would  be  no  limit  to  what  the  stock 
would  eventually  sell  for.  He  said,  "The  stock  of 
the  Metropolitan  Street  Railway  will  go  above  S2.50 
and  I  believe  ultimately  to  $500  a  share,  because 
the  company  operates  in  the  largest  city  of  our 
.country;  it  has  a  monopoly  of  the  business,  and 
owing  to  its  long  franchise,  has  the  people  of  New 
York  at  its  mercy." 

Fortunately  for  the  voter  and  unfortunately  for 
the  promoter,  the  courts  have  ruled  that  a  street  rail- 
way company  may  have  an  exclusive  franchise  for 
a  limited  reasonable  length  of  time — say  twenty  or 
thirty  years — or  a  perpetual  franchise  which  is  not 
exclusive,  but  it  cannot  have  both.  Therefore,  the 
[eity  government  of  New  York  granted  another 
ichise  to  the  Interborough  Company  to  operate 
a  subway  under  the  same  streets  in  which  the 
Metropolitan  Street  Railway  operated.  But  this 
was  not  all.  In  addition  the  New  York  legislature 
said,  "If  your  franchises  are  as  valuable  as  you 
ipresent,  then  we  will  tax  you  for  them."  Con- 
uently  a  tax  was  imposed  on  this  company 
■hich,  combined  with  the  competition  of  the  Inter- 
irough  Railway,  most  seriously  affected  the  earn- 
;8  of  the  Metropolitan  Street  Railway  Company 
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which  stock  fell  from  $182  a  share  to  $15  b,  share. 
Therefore,  it  will  be  seen  that  although  the  so-caUed 
perpetual  iravx:kise  is  a  very  good  thing  to  have,  yet  no 
street  railway  corporcUion  can  take  undue  advantage 
of  it  as  na  perpetual  franchise  is  exclusive,  and  if  it 
is  of  undue  value,  said  value  of  the  "unearned  in- 
crement" can  be  very  heavily  taxed. 

The  second  class  of  franchise  known  a,a  the 
"limited  franchise"  is  perhaps  best  illustrated  in 
the  case  of  the  city  of  Chicago.  Here,  certain 
franchises  were  obtained  by  the  late  Cbas.  T, 
Yerkes  for  definite  periods,  and  these  franchises 
were  prabably  exclusive  until  they  expired.  By 
continually  obtaining  new  franchises  for  exten- 
sions, investors  were  fooled  into  believing  that 
these  new  franchises  prolonged  the  old  franchise. 
Because  a  new  franchise,  however,  was  obtained  for 
fifty  years  for  a  suburban  line,  this  had  no  effect 
towards  lengthening  the  franchise  on  the  down- 
town district  that  was  given — say  forty  years  pre- 
vious and  had  only  ten  years  longer  to  run.  Never- 
theless, the  value  of  these  suburban  lines  very 
largely  depended  upon  the  entrance  to  the  business 
section  of  the  city,  or,  in  other  words,  on  these  old 
franchises  which  were  about  to  expire.  Therefore 
when  the  first  of  these  old  franchises  in  the  down- 
town district  expired,  the  voters  of  Chicago  had  an 
advant^e  over  Mr.  Yerkes  or  rather  the  holders  of 
the  securities;  for  Mr.  Yerkes  had  already  sold  out 
and  gone  to  London  looking  for  larger  worlds  to 
conquer. 

Unlike  the  citizens  of  New  York,  the  voters  of 
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■'Chicago  were  not  obliged  to  resort  to  heavy  tEixa- 
TtioD  or  to  building  subways,  but  had  absolute  con- 
i.bt)l  of  the  situation  through  their  power  to  dictate 
I  who  should  have  the  new  franchises  on  certain 
lidown-town  lines  and  upon  what  terms.  The  im- 
Iportance  of  this  power  held  by  the  voters  of 
I  Chicago  is  best  illustrated  by  the  fact  that  the  stock 
■  of  the  Chicago  Union  Traction  Company,  whiBh 
sold  for  $23  a  share  in  1902,  declined  to  about  60 
cents  a  share  in  1908. 

Notwithstandmg  the  fact  that  the  city  of  Chicago 
was  very  fair  in  the  final  disposition  of  this  problem 
tiSnd  in  the  renewal  of  these  franchises,  yet  it  was 
■necessary  to  reorganize  its  street  railway  properties, 
severely  cutting  down  the  capitahaation,  extract- 
ing millions  of  dollars  of  water  from  the  stocks, 
changing  fixed  interest  bearing  junior  lien  bonds 
to  income  or  adjustment  bonds,  and  leaving  intact 
only  the  underlying  liens  and  the  well  seasoned  bond 
issues.*     In  short,  the  capitalization  was  reduced 
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to  a  point  which  coincided  with  the  actual  physical 
replacement  values  of  the  properties.  It  ia  almost 
fundamentally  true  that  a  street  railway  company  in 
a  reasimable  sized  city  can  be  depended  upon  to  pay  a 
fair  rale  of  interest  on  its  replacement  value,  but  the 
conservative  investor  will  purchase  no  securities  which 
are  not  fully  protected  by  actual  physical  property  of 
equal  replacement  value. 

The  third  form  of  franchise  known  as  the  so- 
called  "good  behavior  franchise"  is  beat  iUustrated 
in  the  case  of  the  street  railways  of  Massachusetts 
where  franchises  are  granted  with  no  reference  to 
time  in  any  way.  The  railways  claim  that,  as  no 
time  is  stated,  they  are  practically  perpetual;  while 
tlfe  public  claims  that  the  fact  of  no  time  being 
stated  makes  them  revokable  at  any  time.  Prac- 
tically, the  railways'  point  of  view  is  correct 
although  theoretically  there  is  little  doubt  but  the 
franchise  of  any  street  railway  company  operating 
in  any  of  the  large  Massachusetts  cities  could  be 
revoked  at  any  time  if  a  corporation  took  undue 
advantage  of  the  people  of  said  city.  It  might  take 
two  or  more  years  to  do  it  and  the  approval  of  the 

at  any  t™=  at  the  above  mentioned   ag; 
fo^^nsiona.™™Th^^c*lty\hus  piles' 

Ibe  above 


on— $30,500,000— 


and  used  to  build  or  improve  the  p: 
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B:^te  railway  commissionera  would  doubtless  be 
■  necessary;  but  there  is  no  doubt  but  the  people 
I  could  force  the  company  to  come  to  terms. 

Although  incomprehensible  to  many  people  out- 
I  side  of  New  England,  this  Massachusetts  system  is 
I  working  out  very  successfully  for  all  interests,  as 
I  both  parties  have  been  on  their  good  behavior.  To 
begin  with,  most  of  the  street  railway  companies 
have  kept  their  capitalization  within  the  replace- 
ment values  of  the  properties,  so  that  they  can 
hquidate  at  any  time  without  a  loss  to  the  bondhold- 
ers. This  results  in  giving  a  very  low  rate  of  fare  m 
lai^e  citira  like  Boston  where  it  is  said  one  is  able  to 
ride  further  for  five  cents  than  in  any  other  city  in 
the  world.  On  the  other  hand,  the  fact  of  having 
this  power  to  revoke  the  franchise  at  any  time  has 
made  people  more  liberal  with  the  companies  than 
they  otherwise  might  be.  In  many  instances  where 
a  fare  of  five  cents  has  not  been  sufficient  the  people 
have  allowed  an  increase  to  six  cents,  which  proba- 

Ibly  would  not  have  been  permitted  under  a  term 
or  limited  franchise,  so  common  in  our  western  states. 
Of  course,  there  is  one  advantage  possessed  by 
Massachusetts  and  other  eastern  street  railways, 
■which  is  not  possessed  by  many  in  the  west;  name- 
ly, that  the  securities  of  such  corporations  are 
owned  largely  in  the  locality  in  which  the  company 
is  operating.  For  instance,  the  majority  of  the 
stock  of  the  street  railway  operating  in  Boston  is 
owned  in  Boston,  and  human  nature  is  such  that  it 
is  much  more  difficult  to  obtain  legislation  in  Bos- 
ton adverse  to  the  street  railways  than  it  would  be 
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to  obtain  legislation  againat  street  railways  owned 
by  men  living  without  the  state.  Therefore,  the 
residence  of  the  ownership  is  an  important  factor 
to   consider  when  studying  street  railway  securities. 

Other  Factors  to  Consider 

When  considering  street  railway  securities,  all 
the  various  factors  to  study  may  be  summarized 
under  the  two  foUowiiig  headings: 

(1)  Franchise  and  property  value. 

(2)  Earnings  and  management. 

Many  writers  make  four  or  more  factors,  but  these 
two  are  sufficient  because  of  the  relation  which 
the  franchise  bears  to  the  property  value  and  the 
earnings  to  the  management  and  vice  versa.  Al- 
though the  franchise  should  not  be  capitalized,  yet 
we  have  seen  that  it  is  a  very  vital  matter,  and  in 
fact,  an  absolute  necessity  for  the  operation  of  a 
street  railway  company.  A  street  railway  comj)any, 
the  securities  of  which  are  paying  dividends  today 
due  to  the  value  of  their  franciiise  rather  than  to  the 
value  of  the  property,  is  like  a  battleship  with  the 
highest  powered  guns  and  great  quantities  of  am- 
munition but  without  any  armor  plate.  So  loi^  as 
it  alone  does  the  firing,  its  strength  is  invincible, 
but  when  the  enemy  fires  back,  its  own  hug©  guns 
only  tend  to  make  it  sink  more  swiftly.  Therefore, 
franchise  and  replacement  value  may  be  placed 
together,  and  investors  in  street  railway  securities 
should  first  ascertain  if  the  franchise  is  satisfactory 
and  the  replacement  value  is  sufficient  to  cover  the 
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lUrities  which  are  being  considered,  and  at  any 
sufficient  to  cover  all  fixed  interest-bearing 
■Becurities,- 

Much  attention  need  not  be  given  to  earnings, 
because  the  earnings  of  street  railway  properties 
located  in  cities  are  almost  universally  sure  of 
equalling  the  interest  on  their  replacement  value. 
In  the  cases  of  New  York,  Chicago,  Cleveland  and 
other  cities  where  the  street  railway  companies  have 
■had  difficulties,  there  has  been  no  trouble  with  the 
■earnings  on  a  fair  capitalization.  The  record  of 
earnings  of  our  country's  street  railway  properties 
ia  extremely  favorable.  Of  course,  the  case  of  inter- 
urban  lines  built  in  competition  with  steam  rail- 
another  matter.  In  such  a  case,  the  elec- 
tric railway  has  not  a  natural  monopoly  as  has 
the  city  lines,  it  being  continually  subject  to  com- 
petition not  only  of  the  steam  railroads,  but  also  of 
other  electric  lines  which  may  at  any  time  be  con- 
structed. 

For  this  reason,  investors  purchasing  bonds 
of  interurban  street  railways  must  use  much  more 
care  than  when  purchasing  bonds  of  street  rail- 
ways in  cities.  Not  only  must  the  franchise  and 
jplacement  value  be  carefully  considered,  but  the 
"feamings  and  management  should  likewise  be  most 
carefully  studied,  and  conservative  investors  do 
not  buy  bonds  of  interurban  roads  on  estimated 
earnings  but  wait  until  the  company  has  commenced 
operation,  closed  its  "construction  account"  and 
is  earning  about  double  its  interest  charges,  show- 
ing what  it  actually  can  do  when  the  railroad,  which 
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it  parallels,  has  reduced  its  fares  and  real  compe- 
tition exists. 

As  to  managemeiit,  this  is  an  item  which  is  too 
often  overlooked  by  the  average  investor.  Many 
who  are  very  scrupulous  regarding  their  own  per- 
sonal affairs  will  buy  securities  of  corporations 
which  they  know  to  be  operated  by  men  of  ques- 
tionable principles,  and  then  be  surprised  because 
the  securities  decline  in  value.  When  one  buys 
stocks  in  a  company,  he  practically  enters  into 
partnership  with  the  other  stockholders,  and  he 
therefore  should  take  great  care  to  purchase  securi- 
ties only  of  companies  which  are  operated  by  high 
grade,  honest  men  and  which  securities  are  offered 
by  well  known,  established  dealers.  It  is  as  reason- 
able to  expect  to  climb  around  a  boiler  without 
gettir^  soot  on  one's  clothes,  as  to  buy  securities  in 
companies  known  to  be  operated  by  disreputable 
men  and  avoid  losses. 

On  the  other  hand,  such  hands  of  street  railway 
companies  operating  in  the  large  cities  with  normal 
franchises  and  management,  where  the  bonded  debt 
is  considerably  less  than  the  replacement  value  should 
be  absolutely  safe  investments,  as  the  earnings  are  al- 
most certain  to  be  sufficient  to  pay  the  interest  on 
all  legitimate  indebtedness.  The  first  mortgage 
bonds  of  many  interurban  lines  should  be  absolutely 
safe,  althoi^h  in  such  cases,  in  addition  to  the 
above  mentioned  factors,  the  record  of  earnings 
should  be  carefully  studied;  and  the  investor  should 
confine  himself  either  to  underlying  Hens  of  such 
properties  or  else  to  issues   where   the   net   earn- 
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ii^    are    doubly    sufficient    to    pay    the    interest 
thereon, 

^Why  Electric  Railway  Securities  Are 
Easy  to  Sell 

There  are  very  few  classes  of  securities  which 
have  the  extremely  good  record  that  our  electric 
railway  securities  have.  The  record  of  the  nation's 
street  railways  is  infinitely  more  enviable  tKan  that 
of  its  Bteam  railroads.  Although  the  people  can 
curtail  their  requirements  which  fonn  the  basis  of 
the  business  of  our  steam  railroads,  they  can  only 
to  a  small  extent  curtail  the  basis  of  the  business  of 
our  street  railways.  For  this  reason,  the  earnings 
of  a  street  railway  in  times  of  panic  and  depression 
fall  off  very  slightly  if  any,  compared  with  the 
great  falling  off  in  the  earnings  of  the  steam  rail- 
roads. Moreover,  the  population  of  our  cities  is 
rapidly  increasing,  while  a  normal  rate  adds  greatly 
to  the  earnings  of  the  street  railways. 

It  is  claimed  that  the  earnings  of  a  well  managed 
street  railway  company  increase  as  the  square  of  the 
population.  This  not  only  has  the  effect  of  causing 
an  increase  in  earnings,  but  also  compels  companies 
to  expand  and  issue  additional  securities,  which  in 
the  case  of  the  present  outstanding  closed  mort- 
gages must  eventually  be  very  beneficial.  If  a 
company  can  now  earn  a  good  surplus  above  its 
interest  charges,  there  should  be  no  question  about 
its  ability  in  years  to  come,  when  it  will  have  made 
important  additions  and  extensions  to  its  property. 
Therefore,  holders  of  bonds  now  oiUslanding,  the  mtyrtr 
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gageB  of  which  are  closed,  mil  in  many  instances 
have  the  satisfaction  of  soon  seeing  their  bonds 
become  an  underlying  lien  of  a  large  system,  foU 
kneed  by  one  or  more  refunding  issues. 

The  strongest  feature,  however,  connected  with 
street  railway  securities  is  the  fact  suggested  above 
"that  business  depressions  seem  to  have  very  little 
adverse  effect  upon  the  earnings,"  and  in  fact,  such 
securities  hold  a  most  enviable  record  in  this  re- 
gard. This  can  perhaps  be  best  illustrated  by  the 
following  table  prepared  by  Gardner  F,  Welia 
which  shows  three  important  factors: 

(1)  The  constant  increase  in  gross  earnings  of 
street  railway  securities. 

(2)  The  increase  in  street  railway  earnings 
even  during  periods  of  great  business  depression, 

(3)  The  steadiness  of  street  railway  earnings 
compared  with  steam  railroad  earnings. 

Although  the  same  laws  would  doubtless  be  foimd 
to  apply  to  the  street  railways  of  any  city,  the 
street  railways  of  Massachusetts  are  used  as  an 
illustration  on  account  of  the  record  of  Massa- 
chusetts roads  being  much  more  complete.  The 
table  is  as  follows: 

Earnings  From  Operation  of  Massachusetts 

Steam  and  Street  Railway  Companies 

Since  1865 


S1S,974,915 
21,205,528 
21,561,061 


SI, 562,171 
1,707,447 
]  ,794,950 
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Year 

Steam  R.R. 
Earnings 

St.  Ry. 
Earnings 

1868 

$22,761,647 

$1,861,311 

1869 

24,539,722 

2,064,690 

1870 

25,003,953 

2,081,751 

1871 

26,615,459 

2,318,001 

1872 

29,754,241 

2,522,589 

1873 

33,310,479 

2,563,146 

1874 

32,681,956 

2,894,024 

1875 

30,786,295 

2,960,491 

1876 

29,855,800 

2,975,091 

1877 

28,931,988 

2,987,406 

1878 

28,003,236 

3,008,911 

1879 

29,152,829 

3,179,702 

1880 

33,661,823 

3,711,378 

1881 

35,936,303 

4,033,244 

1882 

39,094,369 

4,494,957 

1883 

41,635,800 

4,583,042 

1884 

41,456,977 

4,910,102 

1885 

41,742,341 

5,108,715 

1886 

46,171,689 

5,786,756 

1887 

50,068,658 

6,381,404 

1888 

53,720,035 

6,824,317 

1889 

55,856,901 

7,523,575 

1890 

59,230,761 

8,348,285 

1891 

61,483,104 

8,861,841 

1892 

64,143,287 

9,798,060 

1893 

70,935,930 

10,832,174 

1894 

64,128,423 

11,119,846 

1895 

68,154,906 

13,184,342 

1896 

74,886,480 

14,844,262 

1897 

71,934,773 

15,815,267 

1898 

73,599,534 

16,915,405 
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^H 

E„;ii7 

Ea^Lngi 

^^M           is»g 

»75,430,062 

818,151,550 

^^M           igoo 

82,191,293 

19,999,640 

^^1           igoi 

82,385,586 

21,766,340 

^^1                 1902 

86,920,565 

23,486,474 

^^H 

93,325,932 

25,540,811 

^^H                1904 

95,280,348 

26,207,247 

^^P                 1005 

98,899,235 

27,041,291 

^^                  1906 

105,954,452 

29,.563,892     m 

r                           1907 

111,433,939 

30,557,862   ■ 

1908 

106,309,486 

30,780,962   H 

1909 

108,105,772 

31,956.007   ■ 

1910 

120,140,993 

•24,032,236   ■ 

1911 

123,959,490 

35,036,997    ■ 

1912 

129,074,311 

36,080,237     " 

1913 

136,610,313 

38,125,693 

Note, — Steam  Railroad  figures  a 

re  for  yeara  ending  June 

30;  Street  RaUway  figures  are  for 

yeara  ending  September 

Of  courae  when  comparing  street  railway  secu- 
rities with  industrial  securities,  the  contrast  is  even 
more  marked,  for  while  the  gross  earnings  of  the 
principal  electric  railways  increased  about  five  per 
cent  in  1908  over  1907  (the  panic  year),  the  gross 
eaniinga  of  thirteen  of  the  nation's  principal  indus- 
trial concerns  decreased  about  thirty-five  per  cent, 
and  the  gross  earnings  of  the  steam  raiiroads  de- 
creased in  1908  over  1907  about  eight  per  cent,  or 
from  $2,602,757,503  in  1907  to  $2,407,019,810  in 
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/(  wiU  be  seen,  therefore,  that  the  honestly  issued 
bonds  of  street  railway  companies  which  are  being 
operated  today  by  men  who  stand  for  what  is  right 
and  best  in  the  comtnunity  should  be  safe  and  at- 
traclive  investments,  second  only  to  the  highest  grade 
munitnpai  and  underlying  steam  railroad  bonds. 
The  best  combination  of  yield  and  security  can  today 
be  found  in  certain  weU-aeasoned  street  railway  bonds 
which  are  now  being  offered  by  established  bond  deal- 
ers of  irreproachable  integrity.  On  the  other  hand, 
unless  one  is  fully  acquainted  with  all  conditions 
affecting  a  property,  it  is  well  to  purchase  only  the 
mortgage  bonds  of  city  roads,  and  such  bonds  as 
are  protected  by  real  property  of  a  replacement 
value  exceeding  the  bonded  debt,  preferring  under- 
lyir^  liens  when  they  are  obtainable.  Do  not 
purchase  public  utility  securities  of  corporations 
controlled  by  men  who  are  not  upright  and  of  Chris- 
tian character. 


CHAPTER  XII 

LIGHTING  SECURITIES 

The  Struggle  Between  the  Gas  Companies 
and  the  Electric  Companies 

FEW  people,  excepting  those  in  the  innermost 
councils  of  certain  gas  and  electric  lighting 
companies,  realize  the  great  revolutionary 
possibihties  in  the  so-called  "firelesa  cooker,"  difEer- 
ent  makes  of  which  are  being  advertised  in  the 
leading  magazines  today.  Although  little  has  been 
written  or  heard  of  the  underlying  principles  in- 
volved, probably  few  inventions  since  the  electric 
motor  have  the  possibilities  of  so  radically  chaoginK 
household  methods  as  has  the  invention  of  the  fire- 
less  cooker,  and  yet  this  is  no  new  invention.  A 
sea  captain  brought  from  China  to  the  writer's  home 
in  Gloucester,  Massachusetts,  a  hundred  or  more 
years  ago,  a  tea  basket  which  operated  on  the  same 
identical  principle  aa  our  modem  fireless  cooker; 
namely,  that  of  obtaining  a  certain  degree  of  heat 
and  holding  and  concentrating  said  heat  for  use 
exclusively  in  cooking  a  certain  food. 

One  of  the  greatest  wastes  today  exists  in  con- 
nection with  the  application  of  heat.  Think  of  the 
great  heat  waste  connected  with  the  operation  of 
several  hundred  thousand  locomotives,  as  they  are 
racing  back  and  forth  across  our  continent!  These 
locomotives  are  actually  endeavoring  to  heat  all  outp 


I-IGHTING  SECURITIES  205 

doors,  and  at  the  same  time  save  some  of  the  beat 
to  generate  power.  Think  of  the  great  amount  of 
heat  wasted  in  our  nation's  blast  furnaces  simply 
for  the  purpose  of  melting  certain  ores.  Think  of 
the  intense  heat  wasted  in  the  boiler  rooms  of 
steamships,  office  buildings  and  factories.  Not 
only  is  this  heat  wasted,  but  money  and  power  is 
expended  to  remove  this  heat  so  as  to  make  such 
places  livable  for  the  engineers  and  firemen  com- 
pelled to  work  there.  All  of  this  is  as  nothing 
compared  with  the  great  waste  of  heat  in  the  mill- 
ions of  kitchens  throughout  the  world.  If  our 
mothers  and  sisters  could  concentrate  all  of  the 
heat  which  they  are  producing  in  their  stoves 
directly  on  the  article  which  is  being  cooked,  think 
of  the  saving  of  fuel,  energy  and  health. 

"Now  what  has  this  to  do  with  lighting  securi- 
ties," the  reader  asks,  and  briefly  the  answer  is  as 
follows:  Ths  ultimate  value  of  lighting  securities, 
whether  the  lighting  is  by  gas  or  electricity,  rests 
not  in  the  use  of  ga^  or  electricity  for  lighting  pur- 
poses, but  rather  in  its  use  for  heating  and  cooking. 
The  people  today  have  all  the  light  necessary,  and 
although  the  demand  for  light  will  increase  to  a 
certain  extent  with  the  population,  yet  it  does  not 
need  to  increase  proportionately  with  the  popula- 
tion, as  two  or  three  people  in  a  room  require  no 
more  light  than  one  person;  while  a  family  of 
twelve  in  the  poorer  quarter  of  a  city  will  use  only 
a  small  fraction  of  the  light  used  by  a  wealthy 
family  of  three  in  its  city  mansion.  Therefore, 
the  future  of  gas  and  electric  securities  depends 
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upon  the  use  of  gas  and  electricity  for  cooking  and 
heating  purposes  rather  than  upon  their  original 
use  which  was  for  Hghting  purposes. 

The  Great  Handicap  of  Lighting  Securities 

Up  to  the  present  time  gas  companiea  and  elec- 
tric companies  have  been  greatly  handicapped  in 
the  sale  of  their  product  by  the  expenses  of  man- 
ufacture. Although  seldom  realized,  there  is  little 
or  no  expense  connected  with  the  "manufacture" 
of  coal,  the  principal  item  of  expense  being  the 
extraction  from  the  mine  and  the  transportation. 
The  process  of  hauling  it  through  the  streets  from 
coal  yard  to  the  house  and  carrying  the  same  into 
the  cellar  often  costs  more  per  ton  than  the  coal 
itself  before  removed  from  the  mine.  All  gas  com- 
panies and  such  electric  companies  as  do  not  obtain 
their  power  from  water  power  are  obliged  to  pur- 
chase this  coal,  have  it  transmitted  to  their  plant, 
and  bum  the  same  even  before  obtaini'ng  the  gas  or 
electricity,  which  they  in  turn  will  sell.  Conse- 
quently, it  will  be  seen  that  for  purposes  other  than 
lighting,  gaa  companies  and  electric  companies 
are  greatly  handicapped,  and  no  corporation  can 
buy  coal  and  use  it  for  the  generation  of  gas  and 
electricity,  and  then  sell  and  distribute  said  product 
for  a  price  which  will  enable  a  housewife  to  use  it 
for  her  cooking  as  cheaply  as  if  she  purchased  and 
used  said  coal  herself. 

As  "necessity  is  the  mother  of  invention,"  the  gaa 
companies,  when  forced  out  of  the  cream  of  the 
lighting  business  by  the  invasion   of  the  electric 


LIGHTING  SECURITIES  207 

lighting  companies,  succeeded  in  cheapening  the 
cost  of  producing  gas  so  that  it  could  be  used  for 
cooking  purposes.  This  use  has  greatly  increased, 
so  that  today,  instead  of  the  greatest  consumption 
of  gas  being  on  Christmas  Eve,  as  was  the  case 
twenty-five  years  ago,  it  is  now  on  July  Fourth. 

If  the  gas  companies  had  not  been  able  to  reduce 
the  cost  and  increase  the  efficiency  of  that  product 
so  as  to  make  it  practical  for  cooking  purposes, 
there  would  have  been  reorganizations  of  a  large 
percentage  of  our  nation's  gas  companies  since  the 
invasion  of  the  electric  hght.  Instead,  as  the 
gas  companies  have  been  able  to  adapt  their  prod- 
uct to  cooking  uses,  their  output  has  continually 
increased  and  gas  securities  have  a  most  enviable 
record  for  stability  and  strength.  It  is  even  claimed 
that  no  other  class  of  bonds  show  such  a  small 
percentage  of  defalcations  as  gas  securities,  and 
the  following,  taken  from  a  circular  of  a  firm  which 
makes  a  specialty  of  selling  gas  bonds,  is  doubtless 
true: 

"Gas  bonds  have  a  first-class  record  for  safety. 
A  gas  bond  usually  is  secured  by  a  mortgage  on  all 
the  property,  rights  and  franchises  of  the  company 
issuing  it.  The  condition  and  value  of  the  prop- 
erty is  passed  upon  by  a  competent  gas  and  me- 
chanical engineer  before  the  bonds  are  issued.  The 
bonds  are  issued  only  with  the  approval  of  a  trust 
company  as  trustee,  after  the  trust  company's  at- 
torneys have  decided  that  the  bond  may  be  issued 
in  accordance  with  the  terms  of  the  mortgage  and 
trust  deed.    A  gas  company  operates  under  the 
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franchise  or  license  of  a  city,  and  usually  oniy  one 
company  serves  each  community.  Gas  is  a  neces- 
sity, and  the  residents  of  the  community  uae  gas 
for  cookinR  and  lighting,  with  practically  the  same 
certainty  that  they  pay  taxes,  or  use  the  utilities 
which  are  furnished  by  the  municipality  itself. 
The  bttsiness  is  operated  upon  a  broad  foundation, 
relying  upon  a  small  profit  from  many  customers, 
instead  of  a  large  profit  from  a  few.  Experience 
has  proven  that  the  use  of  gas  is  not  noticeably 
affected  in  times  of  panic  or  general  biisinesa  de- 
pression. The  decisions  of  the  highest  courts  of 
the  land,  including  the  United  States  Supreme 
Court,  have  protected  the  rights  and  favored 
the  interests  of  bondholders.  All  these  facts  add 
safety  and  soundness  and  stability  to  gas  bonds 
as  investments." 

At  present  time,  most  families  of  average  means 
use  electricity  for  lighting  and  gas  for  cooking  pur- 
poses either  all  or  a  part  of  the  year,  and  as  long  as 
conditions  remain  in  statu  quo,  the  earnings  of 
both  gas  and  electric  securities  should  gradually 
increase  in  a  growing  community  where  the  com- 
panies are  properly  managed. 

New  Inventions 

If,  however,  any  method  should  be  discovered 
whereby  either  gas  or  electricity  could  be  delivered 
to  the  housekeeper  at  very  much  cheaper  rates,  or 
whereby  the  housekeeper  could  concentrate  all  her 
heat,  wasting  none,  then  there  is  likely  to  be  a 
revolution   in   lighting   securities.   As  to   whether 
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I  the  gas  companies   or  the  electric  hgbting   com- 

I  panies  would  reap  the  greatest  harvest  from  such 

a  invention,  it  is  impossible  now  to  anticipate,  but 

certain  new  developments  indicate  that  the  electric 

lighting  companies  are  almost  sure  to   receive  a 

I  distinct  benefit, 

s  readers  know,  the  fireless  cooker  is  today  used 
most  exclusively  by  those  who  have  gas  stoves.     The 
I  old  method  of  boiling  a  leg  of  lamb  necessitated  the 
placing  of  the  meat  in  a  kettle  on  top  of  the  stove 
I  and  keeping  a  good  fire  under  it  for  two  or  three 
1  hours.     If  wood  were  used,  several  baskets  would  be 
consumed;  if  coal  were  used,  nearly  a  hod  would  be 
'  consumed;  while  to  use  a  gas  stove  for  such  a  pur- 
pose   is    now    a    distinct    and    expensive    luxury. 
Where  intense  heat  is  required  quickly,  such  as  for 
broiling  steaks,  cooking  muffins,  etc.,  a  gas  stove  has 
a  distinct  advantage  and  is  doubtless  cheaper  than 
a  coal  or  wood  fire;  but  for  cooking  an  ordinary 
dinner,  which  requires  about  two  hours  or  more,  a 
gas  stove  is  far  from  economical. 

The  fireless  cooker,  however,  enables  the  house- 
wife to  heat  a  metal  plate,  which  performance  takes 
about  twenty  minutes,  place  this  metal  plate  in  a 
compartment  of  the  cooker,  put  over  it  the  recep- 
tacle containing  the  leg  of  Jamb  and  a  little  water, 
close  it  up  and  in  two  or  three  hours  the  meat  is 
I  perfectly  cooked.     It  thus  will  be  seen  that  the  fire- 
,  less  cooker  has  already  made  the  use  of  gas  practi- 
[  cal  and  cheap  for  general  cooking  purposes,  where 
I  heretofore  it  has  been  a  luxury;  for  in  the  above 
I  example,  instead  of  using  gas  for  two  horn's  to  cook 
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a  leg  of  lamb,  it  ia  now  necessary  to  use  it  only 
twenty  minutes.  Therefore,  at  the  present  time, 
gas  companies  have  a  distinct  advantage  over  electric 
lighi  companies,  and  their  earnings  are  rapidly 
increasing  and  gas  securities  of  all  kinds  stuTid 
comparatively  high. 

Certain  of  our  large  electrical  companies,  how- 
ever, are  strenuously  working  to  discover  an  electric 
fireless  cooker,  whereby  the  metal  plate  may  be 
heated  by  electricity  directly  in  the  cooker  and  thus 
eliminate  the  waste  of  heat  required  in  heating  said 
metal  plate  on  the  gas  stove.  If  it  is  accomplished 
and  the  gas  companies  do  not  discover  some  oiTeet^ 
ting  invention,  the  electric  fireless  cooker  should 
cause  a  great  boom  in  most  electric  securities,  and 
may  be  a  severe  blow  to  some  gas  companies. 

Factors  to  Consider  When  Selecting 
Lighting  Securities 

This  condition  of  affairs  has  been  explained  in 
detail  because  this  is  the  great  fundamental  factor 
which  our  nation's  large  electric  and  gas  interests 
are  so  carefully  considering  today;  and  because 
this  subject  is  of  most  vital  interest  to  the  pur- 
chasers of  stock  in  either  gas  companies  or  electric 
companies.  "Stock"  is  emphasized  because  this  is 
not  a  question  which  the  investor  who  buys  only 
seasoned  gas  or  electric  bonds  need  bother  his  head 
about  as  there  are  much  more  important  factors  for 
him  to  consider.  As  in  the  case  of  electric  railway 
securities  and  the  securities  of  other  public  service 
corporations,  these  other  factors  to  be  studied  in 
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the  selection  of  lighting  securities  may  be  grouped 
under  the  two  following  headings: 

(1)  Franchises  and  replacement  values. 

(2)  Earnings  and  management. 

As  we  treated  so  fully  the  subject  of  franchises 
and  replacement  values  in  our  discussion  of  street 
railway  securities,  it  is  not  necessary  to  repeat  the 
same  here.  However,  it  should  be  remembered 
that  the  same  fundamental  principles  apply  to  the 
franchises  of  Ughting  companies  as  to  street  rail- 
way companies.  The  only  reason  that  we  do  not 
today  hear  so  much  about  lighting  franchises  as  we 
do  about  street  railway  franchises  is  that,  first, 
lighting  franchises  have  not  as  yet  begun  to  expire, 
and  secoTidly,  because  the  public  is  not  brought  into 
such  direct  touch  with  the  employees  of  a  lighting 
company  aa  with  the  employees  of  a  street  railway 
company. 

Moreover,  the  manager  of  a  lighting  company 
knows  by  watching  his  volt  meter  and  ampere 
meter,  the  quality  of  light  which  every  patron 
in  the  city  is  receiving,  while  the  manager  of  a 
street  railway  company  has  little  direct  control 
over  the  behavior  of  its  conductors  and  motor- 
men.  For  this  reason,  it  is  a  very  much  simpter 
matter  for  the  directors  of  a  Ughting  company  to 
keep  the  pubUc  happy  than  for  the  directors  of  a 
street  railway  company,  which  by  tlie  way,  is  a 
very  important  factor,  and  is  probably  the  factor 
which  has  caused  many  to  prefer  lighting  securities 
to  street  railway  securities. 
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However,  the  securities  of  a  lighting  company 
should  always  be  kept  within  the  replacement 
value,  and  investors  or  the  banking  house  upon 
which  the  investor  depends,  should  take  great  care 
to  see  that  the  franchises  are  properly  written  and 
do  not  expire  until  after  the  bond  issues  mature. 
In  many  ways,  this  is  more  important  in  lighting 
companies  than  in  street  railway  companies,  for 
lighting  companies  are  much  more  subject  to  com- 
petition. This  b  especially  true  in  the  case  of  an 
electric  company  which  has  ]iot  its  wires  under 
ground,  as  it  is  very  easy  in  such  cases  for  other 
interests  to  erect  a  competitive  "overhead"  plant. 
The  fact  that  gas  pipes  are  located  under  ground  is 
one  of  the  reasons  why  gas  companies  are  so  little 
subject  to  competition  and  gas  securities  have  been 
so  popular.  In  the  same  way,  the  placing  of  elec- 
tric wires  under  ground  by  the  more  conservative 
electric  companies  is  greatly  adding  to  the  strength 
and  stability  of  electric  lighting  securities. 

Regarding  the  franchises  of  different  companies, 
these  vary  with  different  states.  Usually  they  fire 
the  same  as  in  street  railways,  but  in  the  State  of 
California  it  is  different.  The  California  law 
gives  the  company  the  right  to  do  business  in  any 
of  the  municipalities  within  the  territory  served, 
for  a  period  extending  to  the  end  of  tlie  company's 
corporate  existence,  usually  fifty  years.  By  the 
terms  of  this  law,  the  company  is  not  obliged  to 
obtain  permission  from  the  municipalities  them- 
selves, as  that  right  is  given  in  its  charter.  The 
company  is,  however,  obhged  to  comply  with  such 
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police  restrictions  as  may  be  necessary  regarding 
the  tearing  up  of  the  various  streets  in  the  mu- 
nicipalitiea  in  which  the  company  operates.  The 
privilege  given  by  the  state  is  neither  perpetual 
nor  exclusive;  it  simply  extends  during  the  life  of 
the  corporation.  When  the  corporation's  charter 
expires,  it  is  renewed  by  special  act  of  the  state 
legislature.  There  now  seems  to  have  been  no 
objection  to  the  granting  of  a  new  charter  to  a  com- 
pany operating  under  this  law;  but  this  is  no  reason 
why  there  some  day  may  not  be. 

The  same  statements  as  to  earning  and  manage- 
ment made  in  reference  to  street  railway  securities 
also  apply  to  lighting  securities,  especially  in  the 
case  of  cities  where  both  the  gas  and  electric  light- 
ing interests  are  identical.  It  ia  for  these  reasons 
that  many  conservative  investors,  when  purchasii^ 
stocks  of  lighting  companies  confine  their  purchases 
to  stocks  of  such  companies  as  control  both  the  gaa_ 
and  electric  lighting  of  the  localities  served.  Of 
course,  when  purchasing  bonds,  this  is  not  so  im- 
portant, as  all  honestly  issued  bonds  of  well  man- 
aged lighting  companies,  whether  gas  or  electric,  in 
well  established  cities,  should  be  absolutely  safe. 
If  the  reader  has  any  doubts  as  to  his  ability  to 
select  such  safe  bonds,  it  is  only  necessary  for 
him  to  follow  the  rule  which  has  been  mentioned 
heretofore, — namely,  select  an  underlying  lie7i. 
Practically  speaking,  all  first  mortgage  lighting 
bonds  of  established  companies  in  growing  com- 
munities should  be  perfectly  safe  for  permanent 
investment    purposes,     the    amount     outstanding 
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usually  being  less  than  the  replacement  value  of  the 
property. 

Advantages  of  Lighting  Securities 

lighting  securities  have  many  advantages,  three 
of  which  we  will  consider  briefly.  First,  there  is 
the  steadiness  of  earnings,  and  the  fact  that  the 
earnings  are  not  adversely  affected  by  business  de- 
pression. Although  all  electric  securities  have  not 
been  outstanding  many  years,  gas  securities  have 
passed  through  the  three  great  depressions  of  the 
70's,  80's  and  the  90's.  Instead  of  the  earnings  of 
these  gas  companies  decUning  during  such  periods 
as  did  the  earnings  of  aU  railroad  and  industrial 
corporations,  they  have  steadily  increased,  and  elec- 
trie  securitii  would  have  had  the  same  eWerience. 
In  fact,  the  earnings  of  all  lighting  companies  are 
even  less  dependent  on  business  conditions  than  are 
the  earnings  of  street  railway  companies. 

Second,  we  have  the  central  control  mentioned 
above  whereby  the  manager,  sitting  in  his  office 
knows  exactly  what  service  every  customer  in  the 
city  is  receiving,  owing  to  the  elimination  of  the 
personal  labor  factor.  In  connection  with  this 
advantage  there  is  another,  namely,  that  lighting 
companies  are  not  affected  by  strikes,  the  labor 
factor  being  a  very  unimportant  factor.  In  the 
case  of  all  steam  railroads  and  street  railways,  the 
labor  factor  is  very  mportant,  not  only  owing  to 
the  effect  on  the  public  but  also  owing  to  the  effect 
on  the  earnings,  as  men  are  continually  asking  for 
an  increase  in  pay,  and  in  many  instances,   the 
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labor  costs  increase  at  a  greater  rate  than  the  earn- 
ings. In  the  case  of  lighting  companiea,  the  labor 
item  ia  very  small,  and  not  only  have  the  companies 
nothing  to  fear  from  strikes,  but  they  are  fully  able 
to  meet  all  legitimate  demands  for  increased  sala- 
ries. This  ia  a  very  important  factor  and  one 
which  is  liable  to  become  increasingly  so  as  yeara 
go  on. 

The  ffiird  distinct  advantage  of  lighting,  and  in 
fact,  all  public  utility  securities,  lies  in  the  feature 
that  such  a  company  cannot  go  bankrupt  and 
retire  from  businesa.  An  industrial  or  manufact- 
uring corporation  can  at  any  time  close  up  and  the 
business  may  become  almost  a  total  loss.  This  ia 
one  of  the  reasons  why  industrial  bonds  are  usually 
not  in  public  favor.  The  value  of  industrial  se- 
curities is  very  dependent  upon  the  energy  and 
constant  vigilance  of  the  management,  which  is 
continually  subject  to  the  keenest  competition.  In 
the  case  of  lightmg  and  other  public  utility  propo- 
ffltions,  the  courts  have  ruled  that  the  companies 
cannot  arbitrarily  shut  down  and  go  out  of  busi- 
neaa  even  if  their  management,  for  some  ulterior 
motive,  bo  desires.  The  properties  must  be  oper- 
ated by  some  one  and  a  total  loss  is  almost  impos- 
sible in  the  case  of  public  utilities. 

Of  course,  when  purchasing  lighting  securities 
on  distant  properties,  great  dependence  must  be 
placed  upon  the  integrity  and  good  will  of  the  bond 
house  purchasir^  the  same,  as  it  ia  impossible  for 
the  investor  to  inspect  the  franchises,  legal  proceed- 
ings, location  of  plant,  local  environments,  manage- 
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ment  and  the  other  factors.  The  following  sugges- 
tions, however,  prepared  by  a  dealer  in  public  util- 
ity securities  are  of  interest. 

"In  selecting  bonds  of  public  utility  companies, 
care  should  be  taken  to  buy  issues  where  the  total 
amount  of  the  bond  issue  is  limited  and  outstand- 
ing (conmionly  known  as  a  closed  mortgage)  and 
is  not  excessive.  The  following  figures  or  con- 
stants may  be  safely  applied  in  determining  this 
point:  For  gas  companies  alone,  the  bonded  debt 
should  not  be  over  $15  per  capita;  electric  lighting 
and  power  companies  not  over  $20  per  capita; 
water  companies  not  over  $25;  gas  and  electric 
combined,  not  over  $35;  gas,  electric  and  water 
combined,  not  over  $60.'' 
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CHAPTER  XIII 

TELEPHONE  SECURITIES 

AS  we  have  discussed  the  securities  of  street 
railways  and  ligliting  companies  in  preced- 
ing chapters  and  are  now  about  to  consider 
telephone  securities,  it  is  rather  interesting  to  note 
^^^_  approximately  the  extent  to  which  each  of  these 
^^Hbpublic  utilities  is  a  tax  upon  the  people. 

^^^H  Annual  Charges  Per  Capita  in  the  United  States 

^^H  Steam  Railroads   $20.00 

^^H  Street  Railways 8.50 

^^M  Gas 3.50 

^^H  Electric  Light    2.60 

^^1  Telephone 1.75 

^^^B  This  does  not  necessarily  mean  that  every  per.son 
spends  $20  a  year  on  railroad  fares  and  only  $1.75 
on  telephoning;   but  it  does  mean  that  for  every 

Bll.75  spent  on  telephoning  in  this  country,  $20  is 
Bpent  on  railroad  fares  or  freight.     As  in  econo- 
mizing,  it  is  natural  and   easiest  to  curtail  first 
those  disbursements  which  are  heaviest,  economiz- 
ing last  on  those  which  are  smallest,  it  is  found 
that  the  earnings  of  telephone  companies  are  less 
affected  during  periods  of  depression  than  the  earn-  - 
ings  of  any  other  class  of  corporations.    It  is  greatly 
due  to  the  credit  of  the  president  of  the  American 
Telephone  &  Tel^raph  Company,  that  most  care- 
1  studies  have  been  made  of  this  and  other  feat- 
i  in  order  to  determine  the  effect  which  a  busi- 
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ness  depression  has  upon  the  earnings  of  telephone 
companies.  These  studies  not  only  show  that  there 
has  heretofore  been  no  decline  in  telephone  earn- 
ings during  a  period  of  depression,  which  is  also 
true  in  the  case  of  the  earnings  of  certain  other 
public  utilities,  but  there  has  been  a  continuous 
increase  in  earnings  throughout  such  periods.  By 
tables  prepared  by  the  Statistical  Department  of 
the  American  Telephone  &  Telegraph  Company, 
its  president  has  been  able  to  demonstrate  con- 
clusively that  telephone  earnings  are  the  most 
stable  of  any  class  of  corporations,  and,  therefore, 
the  securities  (especially  the  bonds  of  certain  tele- 
phone companies)  should  be  attractive  to  the  most 
conservative  investor. 

Telephone  Competition 

As  has  been  often  emphasized,  there  is  no  class 
of  securities  which  has  all  the  advantages  or  all  the 
disadvantages,  and  telephone  securities  are  no  ex- 
ception to  the  rule.  Although  the  record  of  tele- 
phone earnings  shows  a  continual  and  marked 
increase,  yet  telephone  companies  have  been  sub- 
jected to  fierce  competition  owing  to  the  fact  that 
competitive  plants  can  be  installed  so  cheaply, 
especially  in  the  smaller  cities  where  wires  can  be 
placed  lai^ely  overhead.  It  is  true  that  this  cora- 
petition  is  theoretically  against  public  welfare. 
An  ideal  telephone  system  should  be  universal,  and 
all  the  various  exchanges  should  be  so  bound  to- 
gether by  toll  lines  that  there  is  ample  provision 
for  intercommunication  between  all  communities. 
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iny  telephone  system  failing  to  meet  these  require- 
*  falls  short  of  satisfying  the  public.  Never- 
theless, notwithstanding  this  fundamental  prin- 
ciple, a  host  of  independent  companies  has  sprung 
up  all  over  the  country  so  that  there  was  a  time  a 
few  years  ago  when  the  total  number  of  "Inde- 
pendent" telephones  exceeded  the  total  number  of 
Bell  telephones.  This  has  resulted  in  fierce  com- 
petition both  as  to  rates  and  service. 

A  city  where  the  Bell  telephone  has  been  the 
sole  company,  for  example,  has  been  chained  nearly 
fifty  dollars  a  year  for  a  house  telephone  private  line. 
An  independent  company  is  organized  which  starts 
out  with  a  rate  of  about  twenty  dollars  a  year  for 
the  same  service,  or  less  than  one-half  that  of  the 
Bell  Company.  Of  course,  the  Bell  Company  may 
have  been  charging  too  much,  but  the  independent 
company  doubtless  ia  chaining  too  little  to  provide 
for  proper  maintenance,  depreciation  and  over- 
head chaises.  The  Bell  companies  have  wisely 
very  seldom  come  down  to  as  low  rates  as  the  in- 
dependent companies;  but  in  instances  like  the 
above  mentioned,  the  Bell  sometimes  cuts  from 
fifty  dollars  to  about  thirty  dollars.  Of  course,  in 
the  case  of  a  family  having  only  one  telephone,  this 
is  an  apparent  saving;  but  as  a  large  number  of 
families  and  especially  all  business  houses,  under 
such  circumstances,  are  obhged  to  install  both  tele- 
phones, the  total  cost  is  in  excess  of  the  cost  under 
the  one  company,  the  subscribers  being  also  sub- 
jected to  the  double  nuisance  of  always  finding  that 
the  party  desired  has  "the  other  phone," 
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The  local  independent  companies  have  been 
greatly  aided  by  the  fact  that  they  have  been  owned 
and  operated  by  local  interests  and  thus  have  been 
referred  to  as  the  "home  company,"  while  the  Bell 
companies  have  been  represented  as  being  operated 
by  "Wall  Street"  and  "some  hard-hearted  eastern 
capitahsts."  Under  these  conditions  the  independ- 
ent systems  have  rapidly  grown  so  that,  although 
twenty  years  ago  the  Bell  Company  did  nearly 
ninety  per  cent  of  the  business  and  rapidly  has 
increased  its  clientele  every  year  since,  yet  the  In- 
dependents have  grown  very  rapidly.  The  Bell 
System  proper  comprises  about  30  companies,  and 
operates  about  one-half  of  the  total  number  of 
stations,  although  over  8,000  friendly  companies 
or  lines  operate  about  1,500,000  stations.  The 
remaining  telephones  are  operated  by  about  17,000 
smaller  companies  with  an  average  of  about  75 
telephones  per  company.  The  companies  are  made 
up  largely  of  small  rural  associations  along  co- 
operative lines,  and  in  many  cases  do  not  in  any 
way  compete  with  the  Belt  System;  but  rather 
tend  to  become  feeders.  On  the  other  hand,  there 
are  over  200  companies  which  have  on  the  average 
about  5,000  stations  to  each  company,  and  these 
companies  are  a  source  of  great  trial  and  annoy- 
ance to  the  so-called  "Bell  interests."  In  fact,  it 
is  very  intei-esting  to  see  what  the  American  Tele- 
phone &  Telegraph  Company  in  an  official  bulletin 
says  relative  to  these  companies. 

"The  scattered  localities,  lack  of  comprehensive 
toll  lines,  diversity  of  methods,  and  variety  of  ap- 
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paratus  make  it  impossible  to  form  these  eompanieB 
into  a  system  in  the  sense  that  the  term  is  applied 
to  the  Bell  System,  although  there  is  much  talk 
and  some  little  attempt  at  doing  this,  to  the  con- 
trary. These  companies  may  be  formed  into  three 
groups: — 

"Group  I.  Companies  of  less  than  $500,000 
capital,  that  may  be  termed  legitimate  companies, 
started  for  the  moat  part  to  fill  a  real  or  fancied 
want  by  local  interests,  conservatively  organized 
and  operated.  Many  of  them  are  not  active  com- 
petitors of  the  Bell;  most  of  them  were  started  with 
the  belief  that  low  rates  are  profitable.  Some  10 
per  cent  have  failed  in  the  laat  few  years,  or  as  soon 
as  the  plant  wore  out,  while  most  of  the  others 
acknowledge  that  rates  must  be  raised  before  any 
profit  can  be  made.  This  group  numbers  about 
150  companies,  with  total  outstanding  capital 
obligations  of  $25,000,000,  and  some  250,000  sta- 
tions, or  about  $100  capital  per  station.  Not  hav- 
iing  any  considerable  amount  of  toll  lines,  this 
capitalization  is  high,  but  reasonable. 
"CJroup  II.  Companies  with  a  capital  of 
$500,000  to  $1,000,000.  There  are  35  of  these 
companies,  with  a  total  of  $20,000,000  capital  out- 
standing, claiming  108,000  telephones  capitalized 
at  $185  per  station.  Considering  that  this  covers 
but  a  small  proportion  of  toll  lines,  it  is  absurdly 
large. 
"Group  III.  Companies  with  $1,000,000  capi- 
tal. There  are  38  of  these  companies,  with  a  total 
outstanding     capital     of     $185,000,000,     claiming 
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764,000  stations,  or  a  capitalization  of  $242  per 
station.  The  remarka  about  over-capitalization 
above  will  apply  with  greater  force  here. 

"Groups  II  and  III  comprise  what  may  be 
termed  'promoted  companies.'  That  is,  companies 
formed  by  syndicates,  independent  of  or  connected 
with  manufacturing  companies,  that  finance  them 
through  construction  companies  as  a  rule,  and  dis- 
tribute the  stock,  when  possible,  to  local  or  outside 
people.  They  were  not  formed  to  fill  any  definite 
want,  and  were  built  under  franchises  promising 
low  rates  and  large  profits, — seemingly  a  ridiculous 
proposition,  but  at  the  same  time  sufficiently  at- 
tractive to  have  enabled  the  promoters  to  distribute 
something  hke  $200,000,000  (nommal)  of  securi- 
ties. 

"The  history  of  these  groups  is  similar, — ap- 
parent prosperity  so  long  aa  the  plant  was  new  or 
securities  were  readily  absorbed,  then  trying  or 
calamitous  times,  application  for  higher  rates,  re- 
organizations, etc.  The  percentage  of  failures  on 
these  groups  has  been  from  15  to  20  per  cent  in  the 
last  few  years.  The  probability  is  that  the  stations 
claimed  are  not  what  might  be  called  legitimate 
subscribers.  One  of  the  largest  companies  lately 
still  in  process  of  organization  stated  to  its  bond- 
holders that  out  of  over  11,000  subscribers  3,800 
refused  to  pay  and  ordered  the  telephones  out, 
3,000  could  not  afford  to  have  telephones  and  had 
not  paid,  and  4,200  were  paying  $30  per  year,  or 
less  than  half  the  published  rates.  Few  of  such 
companies  are  paying  dividends,  and  fewer  of  them 
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I  show  anything  earned  after  takmg  care  of  the 
I  plant,  while  most  of  them  are  paying  fixed  charges 
I  out  of  capital  obligations. 

"As  before  remarlced,  over-capitahzation,  insuffi- 
'   cient   provision   for   deterioration   of   property   in 
addition  to  current  repairs,  low  rates,  and  the  lack 
of    intercommunication    are    slowly,    but    surely, 
bringuig  these  companies  to  grief.    The  latter  alone 
would    do   so,    independent   of   any   other   cause. 
Intercommunication  is  the  life  of  our  social  and 
'  business  organization,   and  a  universal  system   is 
I  the  only  one  over  which  comprehensive  intercom- 
munication can  be  had. 

"The  public  is  thoroughly  imbued  with  the  idea 
I  that  one  system  is  the  best  system,  but  some  ai^ue 
that  competition  is  needed  to  keep  the  business 
I  within  bounds.    In  these  days  of  official  regulation, 
I  however,  it  is  questionable  whether  there  is  need 
of  competition.     Regulation  and  competition  can- 
not   work   together.      Regulation    would    demand 
I  equal   service  and  equal  conditions  of  each  com- 
petitor.    There  is  no  such  competition  in  the  tele- 
l  phone  business,  and  to  establish  such  competition 
I  is  probably  impossible.    But  independent  of  that, 
I  is  there  such  a  thing  as  competition  in  the  telephone 
]  business?     To  build  a  telephone  exchange  in  the 
f  centre  of  an  existing  system  and  give  limited  ser- 
L  vice  over  a  restricted  area  is  not  competition,  at 
L  least  not  the  sort  of  competition  that  is  talked  about 
I  by  its  advocates." 

This  is  the  Bell  side  of  the  story,  and  it  is  given 
wiiere  only   because  most   readers    throughout   the 
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great  West  and  Middle  West  hear  only  the  Inde- 
pendent's side.  It  is,  of  course,  much  more  popular 
to  talk  in  favor  of  the  Independents  as  all  who  are 
filled  with  good,  red,  American  blood  like  to  be 
"independent"  and  fight.  The  above  statements 
are  doubtless  prejudiced  and  exaggerated;  never- 
thelees,  before  investing  one's  hard  earned  savings, 
it  is  well  to  hear  both  sides  of  a  story;  and,  how- 
ever much  the  above  may  be  exaggerated,  the 
investor  might  well  "count  ten"  before  investing 
in  new  small  "home"  or  independent  telephone 
companies. 

Selection  of  Telephone  Securities 

As  in  the  selection  of  street  railway  and  lighting 
seeuritiea,  the  question  of  franchise  and  replace- 
ment value,  earnings  and  management  must  be 
carefully  considered.  We  do  not  hear  much  about 
the  franchise  in  the  case  of  telephone  companies,  aa 
it  is  not  yet  time  for  the  important  franchises  to 
expire.  Moreover,  certain  telephone  franchise  are 
more  after  the  style  of  steara  railroad  franchises, 
and  are  not  so  dependent  upon  local  authorities  as 
are  the  street  railway  and  lighting  companies.  On 
the  other  hand,  the  time  is  coming  when  terms  and 
expirations  of  telephone  franchises  may  cause  a 
great  deal  of  discussion.  Therefore,  investors 
should  confine  their  investments  in  telephone  secu- 
rities to  such  as  where  the  franchises  have  been  most 
carefully  examined  and  approved,  and  be  prepared 
for  government  ownership  any  time. 

The  same  remarks  apply  to  the  replacement  value. 
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btd  to  a  much  greater  extent.  In  fact,  it  is  doubly 
necessary  that  the  replacement  valiie  of  a  telephone 
plaiit  should  be  very  mucA  THore  than  the  bonded  in- 
debtedness owing  to  the  great  depredaiion  involved  in 
telephone  plants.  Therefore,  conservative  investors 
select  telephone  bonds  of  companies  where  the  bonded 
debt  is  only  about  half  the  cost  of  the  property. 

When  discussing  earnir^s  and  management,  this 
brings  one  back  again  to  the  subject  of  competition 
mentioned  abbve.  Given  an  honest  management 
in  a  fair  sized  community,  there  is  no  reason  why 
a  telephone  company  cannot  pay  a  reasonable  re- 
turn on  the  amount  invested,  provided  it  has  the 
field  to  itself;  but  when  one-half  of  the  business 
must  be  turned  over  to  another  company,  then  it  is 
very  uncertain  whether  both  companies  can  long 
continue  to  be  successful.  In  every  community 
served  by  two  companira  one  of  these  companies 
assumes  the  lead.  Sometimes  it  is  the  Independ- 
ents and  sometimes  it  is  the  Bell,  but  one  is  almost 
always  foi^ng  ahead  more  rapidly  than  the 
other. 

Those  bankers  who  advise  the  purchase  of  only 
Bell  securities  or  those  who  advise  the  purchase  of 
only  Independent  securities,  are  unwise,  as  much 
depends  upon  the  locality.  In  the  city  of  St.  Louis 
the  bonds  of  the  independent  or  local  company 
stand  very  high  and  are  considered  by  many  as 
safer  investments  than  the  bonds  of  the  Bell 
Telephone  Company  operating  in  that  territory; 
but  throughout  New  York  State  and  Pemisyl- 
L  vania  the  Bell    securities   stand  as  a  rule,  much 
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higher  than  the  securities  of  the  independent 
companies. 

It  does  not  seem  fair  to  assume  that  the  Bell 
interest  will  not  pennit  any  of  its  companies  to 
default  on  their  obhgations.  Although  the  old 
Erie  Telephone  &  Telegraph  Company  was  not  a 
Bell  company  in  the  full  sense  of  the  woi-d,  neverthe- 
less the  Bell  interests  owned  a  large  proportion  of 
the  stock,  and  the  securities  of  the  Erie  Telegraph 
&  Telephone  were  purchased  by  New  England  in- 
vestors largely  on -the  theory  that  it  was  a  BeU 
company.  Therefore,  it  was  quite  a  shock  to  these 
investors  to  have  this  stock  decline  from  $122  per 
share  to  S15  per  share  in  about  two  years'  time. 
In  fact,  had  it  not  been  for  the  heroic  efforts  of  a 
prominent  bond  dealer  of  Chicago,  who  represented 
the  bondholders  in  their  struggle  to  force  the  BeU 
interests  to  terms,  even  the  bondholders  would  have 
been  obliged  to  assume  a  distinct  loss. 

In  short,  telephone  securities  have  so  many  dis- 
tinct advantages,  that  were  it  not  for  this  continual 
warfare  between  the  Bell  companies  and  the  In- 
dependents, telephone  securities  might  today  be  the 
very  choicest  form  of  investment.  As  long  as  this 
competition  exists,  however,  great  care  should  be 
exercised  in  their  selection,  and  the  conservative 
investor  vxiU  confine  his  purchases  to  securities  of 
the  largest  and  strongest  companies.  In  addition 
to  the  factors  mentioned  in  connection  with  other 
pubhc  service  corporations,  there  should  be  an 
examination  into  the  physical  and  political  side  as 
well  as  the  financial. 
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Physical  Property 

One  should  make  a  careful  examination  into  the 
extent  and  condition  of  the  physical  property  in 
'  order  to  ascertain  whether  the  bonded  debt  is  se- 
cured by  property  having  a  real  market  value  in 
ss  of  the  face  amount  of  bonds  issued.     The 
I  extent  and  valuation  of  the  company's  real  estate 
B,  is   the   first   point   to   be  determined.   If  the  ap- 
praised value  of  the  land   upon  which  buildings 
,  have  been  erected  is  alone  greater  than  the  amount 
I  of  bonds  outstanding,  it  is  useless  to  investigate 
1  further,  for  the  bonds,  in  such  a  case,  would  be 
practically  a  real  estate  mortgage.     Seldom,  how- 
ever, is  this  the  case;  and  after  careful  appraisal  of 
the  real  estate,  it  is  then  necessary  t^at  a  careful 
valuation  be  made  of  the  physical  property,  such  as 
copper  wires,  conduits  and  equipment. 

The  average  investor  usually  finds  it  an  impos- 

ability  to  make  such  an  examination  himself,  and 

it  is  likely  that  he  would   not  possess  sufficient 

technical  knowledge  to  render  his  investigation  of 

much  value.    For  an  accurate  estimate  of  the  value 

of  a  telephone  company's  physical  property,  it  is 

necessary    to   depend   upon   an    established    bond 

house  which  will  obtain  such  information  by  the 

employment  of  trained  engineers.     Owing  to  the 

length  of  time  that  statistics  have  been  available 

for  railroad   and   other  public   utility   companies, 

they  can  be  properly  judged  by  the  careful   in- 

'  veator;  but  satisfactory  comparative   figures    relar 

Etive  to  telephone  companies  are  not  available. 

Especially  should  investors  refuse  to  consider  the 
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cost  of  property  and  equipment  aa  shown  by  the 
companies'  books,  for  the  actual  replacement  value 
is  the  only  safe  figure  to  consider.  Of  course, 
many  companies  having  expensive  conduits  have 
been  bo  hberally  maintained,  that  the  replacement 
value  of  the  property  is  greater  than  the  book  value, 
but  in  most  instances  this  is  not  the  case  owing  to 
the  rapid  deterioration  of  all  overhead  construc- 
tion work.  If  the  examination  shows  that  the 
property  could  not  be  duplicated  for  an  amount 
one-half  or  two-thirds  in  excess  of  the  bond  issue, 
this  is  a  very  strong  point  in  favor  of  the  bonds. 

In  many  eases,  however,  it  will  be  found  that  the 
bond  issue  is  in  excess  of  the  value  of  the  real 
estate  and  the  replacement  value  of  the  physical 
property,  the  franchise  having  been  capitalized. 
To  determine  the  real  value  of  the  franchise  is  a 
very  difficult  matter,  and  involves  many  compli- 
cated, legal  and  political  questions.  Aa  heretofore 
suggested,  every  franchise  has  its  distinct  value, 
and  there  are  many  franchises  which  are  extremely 
valuable;  but  the  conservative  investor  should  not 
count  on  this  value  when  considering  the  liquida- 
tion value  of  a  property.  A  franchise  is  of  value 
only  because  it  enables  a  corporation  to  make 
money,  and  if  a  corporation's  earnings  under  a 
given  franchise  are  not  sufficient  to  pay  the  interest 
on  its  bonds,  there  is  little  real  value  to  the  franchise. 

Telephone  Company  Earnings 

If  the  company  whose  bonds  are  being  considered 
passes  thei*e  teats  satisfactorily,  that  is,  if  its  re- 
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iceraent  value  ia  sufficiently  in  excess  of  the 
tsmount  of  bonds  outstanding,  and  the  franchises 
are  satisfactory,  an  examination  of  the  company's 
'financial  condition  and  earnings  should  then  be 
made.  First,  the  gross  earnings  should  be  exam- 
ined for  a  number  of  years  back  to  ascertain 
whether  the  growth  and  rate  of  increase  is  satisfac- 
tory, considering  the  population  served,  and 
'Whether  this  increase  compares  favorably  with  that 
df  other  companies  operating  in  similar  territory. 
The  position  in  which  the  company  stands  foi 
obtaining  new  business  should  also  be  noted,  and 
especially  its  position  for  holding  its  present  busi- 
ness, should  it  be  subjected  to  a  great  degree  of 
competition. 

The  next  item  to  consider  is  the  net  earnings,  and 
this  involves  a  study  of  the  operating  expenses.  In 
this  connection,  the  relations  of  the  company  to  the 
pubhc  are  of  great  importance,  and  it  should  be 
ascertained  whether  the  directors  of  the  company 
follow  the  policy  of  concihating  or  ignoring  public 
sentiment.  The  payments  of  a  telephone  company 
should  be  analyzed  to  determine  whether  sufficient 
capital  has  been  spent  and  is  to  be  expended  for 
*ienewals,  extensions  and  other  improvements  suffi- 
jCient  to  keep  the  property  in  a  high  state  of  effi- 
iency.  This  is  a  question  which  has  caused  much 
icuBsion  in  telephone  circles;  but  certainly  unless 
iper  allowance  is  made  for  depreciation,  it  is 
only  a  question  of  time  before  the  strongest  com- 
pany will  become  bankrupt. 

Deterioration   of   plant   and    equipment,    which 
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goes  on  constantly,  can  be  offset  only  in  two  ways. 
One  is  out  of  earnings,  and  the  other  is  out  of  the 
security  holders;  that  is,  by  a  decline  in  the  market 
value  of  the  securities,  and  in  this  connection,  a 
writer  states  as  follows:  "It  is  difficult  to  measure 
depreciation  accurately,  but  a  safe  rule  to  follow  is 
to  write  off  ten  per  cent  of  gross  earnings  each 
month  for  depreciation.  In  this  way,  the  charge 
for  depreciation  will  be  proportionate  to  the  busi- 
ness, which  provides  automatic  adjustment.  If 
the  net  earnings,  after  making  this  allowance  tor 
depreciation,  and  after  providing  all  expenses  of 
operation  including  ordinary  repairs,  amount  to 
over  twice  the  interest  charges  upon  the  bonds  out- 
standing, it  is  probable  that  the  bonds  may  be  pur- 
chased with  safety. 

"Before  finally  determining  the  question,  how- 
ever, certain  political  factors  must  be  taken  into 
consideration.  The  relations  of  the  company  to  the 
leaders  of  the  dominant,  political  party  must  be 
investigated,  as  well  as  the  likelihood  of  agitation 
looking  toward  a  reduction  of  rates.  The  probable 
attitude  of  the  legislature  and  municipalities  on  the 
question  of  renewing  the  franchises  when  they  ex- 
pire— or  if  the  terms  are  broken — must  be  con- 
sidered. In  general,  it  must  be  learned  whether 
any  real  ground  of  contention  exists  between  the 
company  on  the  one  hand  and  the  public  and  its 
representatives  on  the  other,  because  it  is  inevitable 
that  the  company  will  weaken  its  independence 
of  position  by  too  close  a  connection  with  poli- 
tics,  and   that   the   physical    property    will  suffer 
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I'jf  there   is   any   lack    of    uninterrupted    attention 
I  to  it." 

As  in  all  new  enterprises,  speculation  has  run 
lAbead  of  the  reality,  while  financing,  built  upon 
I  over-sanguine  calculations,  has  had  difficulty  in 
squaring  accounts  when  brought  face  to  face  with 
facts.  In  most  of  the  calculations,  insufficient 
allowance  has  been  made  for  the  wear  and  tear  of 
I  service,  in  other  words,  for  renewal.  After  a  few 
■years'  teat  of  earnings  against  expenses,  it  has  be- 
Pcome  evident  that  a  proper  allowance  for  deprecia- 
tion of  plant  would  show  a  heavy  deficit  in  the  in- 
come account;  as  in  most  cases  no  allowance  or  only 
a  meagre  one  has  beea  made.  For  a  time,  this 
method  of  bookkoeping  proved  less  disastrous  than 
might  have  been  expected  owing  to  the  rapid  growth 
of  population  and  business  in  American  cities.  It 
has  also  been  possible  in  many  cases  to  conaider  the 
enhanced  value  given  to  the  franchise  by  growth  of 
business  aa  an  offset  to  the  depreciation  of  equip- 
ment. So  far  also  as  the  plant  was  kept  up  to  a 
high  degree  of  efficiency  by  charging  the  expense  of 
repairs  to  operation  expenses,  the  absence  of  a 
depreciation  account  was  partially  offset.  This, 
however,  will  suffice  only  for  a  limited  period,  and 
ail  telephone  companies  must  sooner  or  later  meet 
the  real  problem  of  providing  for  very  heavy  main- 
tenance and  depreciation  charges. 

Aa  a  general  rule,  telephone  bonds  in  common 
with  the  obligations  of  all  public  service  corpora^ 
tions  sell  upon  about  the  same  income  basis  as  high 
grade  industrial  bonds — that  is  to  say,  under  nor- 


iT 


n  \ 


232 


BOND6  AND  STOCKS 


mal  coadhkMis,  tbey  Tetum  con»deraUy  more  than 
nulroad  or  municipal  bcmds.  It  is  difficult  to  speak 
of  the  cimvertibility  of  public  utility  bonds  as  a 
class,  for  the  reastm  that  thQr  differ  widdy  from 
one  another  in  this  respect.  In  goiaal  it  is  cer- 
twily  more  difficult  to  dispose  of  puUic  utility 
bonds  than  railroad  btHuk;  and  with  eotain  ezcep- 
ticHas,  they  do  not  possess  sufficient  ctmrotibility  to 
justify  their  purchase  by  any  (»e  wbo  may  need  to 
realise  quickly  cm  hts  holding 

Public  utility  b(Mid^  eu:^  such  ^oes  as  are 
coDveftiUe  into  8to(4c,  possess  tittle  {Hospect  of 
appreciatioa  in  value.  It  was  pwited  out  above 
that  d^wedaticm  is  not  properly  allowed  for  and  it 
is  li'eiy  difficult  for  the  securities  to  advance  in  the 
face  4^  this  obstarie.  The  bcHids  of  poUie  service 
corporatioDs,  however,  are  relatively  mcve  staUe  in 
price  than  railroad  IxMids  because  tber  earnings 
are  not  subject  to  the  fluctuations  which  occur  in 
nulroad  p«>paties  between  years  of  imiepeiity  and 
yeais  of  depretssion.  Tb«^<Ne,  publie  utility 
bmids  are  ver>~  good  for  penuan«it  investment  pur- 
poses, ahhou^  it  should  be  pcNnted  out  that  th«r 
stability  of  price  is  largely  due  to  the  comparativB 
inactivity  of  the  fesue. 

A  partner  in  one  of  the  large  Xew  Y«k  bond 
houses  which  deals  in  pubbc  utility  IkhmIs,  has 
made  some  remarks  concnning  this  class  of  securi- 
ties which  especialh'  ap[^  to  telephtxie  bonds. 
Ahbough  these  remarks  are  rather  pesmnEtic.  v^ 
they  are  well  wwth  repeating. 

"'The  questioo  remains,  do  public  utility  bands 
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afford  a  desirable  security  for  the  investment  of  a 
business  surplus  and  of  trust  funds?  In  regard  to 
the  former,  it  may  be  said  at  once  that  public 
utility  bonds  do  not  meet  the  necessary  conditions. 
The  security  is  too  doubtful  and  the  convertibihty 
features  are  not  sufficient.  For  private  invest- 
ment, however,  the  case  is  somewhat  different. 
Keeping  in  mind  the  desirability  of  diversifying 
investments  and  admitting  the  attractiveness  of 
investing  in  a  class  of  property  whose  earnings  are 
comparatively  stable,  it  seems  clear  that  pubhc  util- 
ity bouds  cannot  be  dismissed  without  considera- 
tion. When  a  company  is  found  whose  property  is 
substantially  greater  in  real  value  than  its  bonded 
debt,  whose  allowance  for  depreciation  is  ample, 
whose  franchises  are  satisfactory,  whose  earning 
capacity  is  large,  and  whose  management  is  capable 
and  upright,  the  investor  is  justified  in  giving  care- 
ful consideration  to  its  issues.  Unless  all  these 
points  are  found  to  be  satisfectory,  however,  the 
investor  should  content  himself  with  some  other 
form  of  security.  For  some  years  to  come,  it  is  to 
be  feared  that  many  of  our  public  service  systems 
will  suffer  from  the  war  of  discordant  elements — 
disregard  of  the  rights  of  the  public  on  the  part  of 
the  management,  and  socialistic  agitation  for  con- 
trol on  the  part  of  the  comnmnity." 

Therefore,  until  these  warring  factions  are  recon- 
ciled and  the  questions  at  issue  adjusted  with  fair- 
ness to  the  security  holders  and  the  public,  the 
investor  should  be  most  prudent  in  his  purchase  of 
public  utihty  obligations,  although  nearly  all  mi- 
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derlying  liens  and  certain  other  issues  of  estab- 
lished properties  should  be  perfectly  safe.  Bonds 
of  such  properties  constitute  a  safe  investment  pro- 
viding they  conform  to  certain  stringent  require- 
ments. They  yield  more  liberally  than  municipal 
and  railroad  bonds  of  equal  security.  But  it  is 
important  that  purchases  of  bonds  of  any  class  be 
made  only  after  careful  study.  This  especially 
applies  to  telephone  securities,  and  the  telephone 
companies  must  surely  some  day  be  sold  out  to  the 
government  or  else  be  subject  to  government  com- 
petition. 


WATER  POWER  SECURITIES 

COAL  will  slowly  increase  in  value  until  it 
becomes  exhausted.  The  eastern  mines  are 
continually  being  depleted  while  the  western 
mines  are  continually  being  developed  farther  from 
the  manufacturing  centers.  The  cost  of  Jrausport- 
ing  this  coal  is  gradually  increasing,  and  in  fact, 
everythir^  tends  to  make  coal,  the  present  source 
of  power,  more  expensive.  Not  only  is  the  supply 
decreasing,  but  the  demand  is  increasing,  which 
tends  still  more  to  increase  the  price  of  coal. 

This  decrease  in  the  world's  coal  supply  coupled 
with  the  development  of  alternating  electric  cur- 
rent and  high  voltage  transmission  has  turned  the 
attention  of  the  pubUc  utility  companies  to  the 
development  of  water  powers.  Unlike  coal  prop- 
erties, the  expenses  of  which  (per  ton  mined) 
should  continually  increase,  the  expenses  of  a  good 
water  power  development  (per  horse  power)  should 
not  increase  but  rather,  until  the  plant  is  produc- 
ing its  maximum  output,  should  tend  to  decrease. 
This  is  principally  due  to  the  fact  that  very  little 
labor  is  required  to  operate  a  water  power  plant, 
some  half  a  dozen  men  being  all  that  is  necessary; 
second,  the  company  needs  to  purchase  only  very  few 
commodities,  the  principal  item  being  oil  for  the 
machinery;  and,  third,  because  the  total  interest  on 
the  investment  is  a  fixed  amount.    As  the.  output 
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of  the  plant  increases  until  it  is  producing  its  max- 
imum output,  these  interest  charges  per  horse 
power  will  decrease.  Therefore,  as  the  supply  of 
coal  of  the  country  is  continually  decreasing,  the 
value  of  the  water  power  of  the  country  is  grad- 
ually increasing. 

It  was  an  appreciation  of  these  facts  and  the 
fear  that  possibly  the  day  might  arrive  when  the 
owners  of  our  water  powers  would  have  the  only 
practical  source  of  power  supply,  that  so  stirred 
ex-President  Roosevelt,  ex-Secretary  Garfield,  Mr. 
Pinchot  and  others  to  the  conservation  pohcy  in 
which  they  are  so  much  interested.  In  fact,  it  has 
been  said  that  this  question:  "Who  shall  control 
our  water  powers?"  was  one  of  the  principal  rea^ 
sons,  if  not  the  chief  reason  at  the  bottom  of  the 
Ballinger  troubles.  These  men  saw  the  great 
strategic  position  which  the  owners  of  the  nation's 
water  powers  may  some  time  hold,  and  thus  strove 
to  retain  as  many  as  possible  of  these  powers,  espe- 
cially the  undeveloped  powers  of  our  great  West. 

Notwithstanding  the  fact  that  the  water  powers 
of  the  country  will  have  a  great  future  value,  there 
exists  in  the  minds  of  the  public  in  general  an 
exaggerated  idea  of  the  present  value  of  these 
powers.  With  the  great  improvements  that  have 
been  made  in  boilers,  steam  engines  and  electric 
generators,  and  with  the  great  strides  that  have 
been  made  in  the  design  of  power  stations,  distrib- 
uting lines  and  the  apparatus  by  which  the  con- 
sumer utihzes  electric  power,  the  cost  of  electric 
power  generated  by  steam,  even  though  the  cost  of 
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coal  has  continually  increased,  has  during  the  past 
twenty-five  years  gradually  been  reduced.  How 
long  this  will  continue  it  is  difficult  to  foretell.  A 
limit,  of  course,  will  finally  be  reached. 

It  often  costs  considerably  more  today  to  con- 
struct a  water  power  development  and  build  the 
long  transmission  lines  which  conduct  the  power  to 
its  market  than  it  does  to  construct  a  steam  power 
plant  at  that  market.  Although  the  cost  of  opera- 
tion is  less  for  a  water  power  plant,  it  will  be  found 
in  the  final  analysis,  if  we  take  into  account  the 
greater  interest  charges  on  the  investment,  etc., 
that  the  cost  of  electric  power,  delivered  to  the 
consumer,  is  not  at  the  present  tune  so  very  much 
less,  when  generated  by  water,  than  when  generated 
by  steam.  This  means  that  the  margin  of  profit  in 
water  power  undertakings  is  not  as  great  as  is 
generally  supposed. 

Owing  to  the  high  regard  in  which  water  power 
investments  are  held,  the  securities  of  many  of  these 
companies  now  sell  at  fairly  high  prices.  The  reader 
should  therefore  be  primarily  interested  in  select- 
ing a  safe  investment  from  some  of  the  newer  com- 
panies. He  should  use  even  more  care  in  select- 
ing water  power  bonds  than  in  selecting  railroad, 
industrial  or  other  public  utility  bonds  and  should 
not  assume  that  because  it  is  a  water  power,  it  must 
necessarily  be  a  profitable  undertaking. 

Five  Points  to  Consider 

Therefore,  before  an  investor  buys  water  power 
seciuities,  he  should  be  willing  to  sit  down   and 
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systematically  analyze  difEereiit  issues  and  select 
the  one  which  best  passes  the  following  five  tests: 

( 1 }  Are  the  water  rights  secure,  and  have  the 
ftoipage,  lands  aiid  other  rights  been  legally  acquired? 
Upon  a  recent  examination  of  a  certain  water 
power  ill  the  West,  it  was  found  that  although 
the  power  company  is  now  using  the  stream,  yet  a 
certain  irrigation  company  has  the  right  to  divert  a 
large  proportion  of  this  water  from  the  river  above 
the  power  company's  development,  if  at  any  time  it 
so  desired.  Although  there  is  no  danger  whatever 
of  this  irrigation  company  doing  so  at  the  present 
time,  yet,  owing  to  the  fact  that  they  have  a  right 
to  divert  some  of  the  water,  the  bond  issue  on  this 
development  was  not  endorsed.  It  is,  therefore, 
very  necessary  for  the  bond  house  financing  the 
proposition  to  make  a  very  careful  examination  of 
all  the  water  rights  and  privileges  ever  issued  in 
connection  with  the  stream,  as  well  as  the  various 
other  legal  questions  involved.  That  is  to  say, 
there  is  much  more  need  of  careful  legal  research 
in  connection  with  the  construction  and  develop- 
ment of  a  water  power  than  is  necessary  in  connec- 
tion with  the  development  of  other  public  utilities. 

(2)  Is  the  primary  34-  hour  power  of  suffieient 
size  to  make  the  proposition  permanently  profitable, 
and  can  this  primary  power  be  obtained  imOioui 
storing  an  abnormaUy  large  amount  of  water  or 
without  relying  on  a  reserve  steam  plant?  The  ex- 
amination of  a  water  power  in  Pennsylvania  which 
was  very  near  a  large  city,  and  which  had  every 
advantage,  such  as  a  high  fall,  good   market  for 
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the  power,  stone  bed  for  the  dam,  etc.,  brought 
out  the  fact  that  it  was  too  small  to  permit  of  an 
economical  development.  The  cost  of  a  water 
power  development  per  horse  power  ia  much  less 
for  large  developments  than  for  small.  The  size 
of  dam  required  la  not  at  all  proportional  to  the 
power  developed,  and  the  transmission  lines  cost 
nearly  as  much  in  the  case  of  a  small  development 
as  in  the  large  one.  It  may  readily  be  seen,  there- 
fore, that  the  fixed  charges  on  many  of  the  small 
developments  may  be  so  large  that  the  plant  cannot 
possibly  be  operated  at  a  profit. 

Of  course,  in  the  olden  days  with  the  wooden 
dam,  a  power  of  only  a  few  hundred  horse  power 
was  looked  upon  as  a  good  asset.  In  fact,  it  was  a 
good  asset  for  a  grist  mill,  a  saw  milt  or  possibly  a 
woolen  mill;  but  for  profitable,  eiectrical  develop- 
ment the  horse  power  should  be  numbered  by  thou- 
sands instead  of  hundreds.  Not  only  should  the 
primary  po*er  be  of  sufficient  size  to  make  the 
project  profitable,  but  this  primary  power  should 
be  obtained  largely  from  the  natural  flow  of  the 
river  without  relying  on  additional  storage  reser- 
voirs. The  reservoir  created  by  the  dam  at  the 
development  should  be  large  enough  to  regulate  the 
daily  fluctuations  in  the  flow  of  the  river,  but  if 
additional  reservoirs  are  required  the  total  cost  of 
the  develop_iient  may  be  excessive. 

A  project  in  California  was  recently  examined 
which  contemplated — on  account  of  the  wide  varia- 
tions in  the  flow  of  the  river — the  use  on  the  main 
river  and  its  tributaries  of  five  large  storage  reser- 
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voire  together  with  a  system  of  ditches.  Not  only 
was  the  cost  of  this  development  prohibitive,  but 
so  many  reservoirs  and  ditches  made  the  rehability 
of  the  power  very  questionable. 

Again,  the  primary  power  should  be  obtained 
without  relying  on  a  steam  plant.  Not  only  will 
the  cost  of  the  steam  plant  greatly  increase  the  total 
coat  of  the  development  but  the  cost  of  generating 
the  electricity  from  the  combined  steam  and  water 
power  plants  will  also  be  greatly  increased.  In 
nine  cases  out  of  ten,  advice  should  be  given  against 
investing  in  any  water  power  project  which  re- 
quired the  construction  of  a  steam  plant  to  make 
up  the  deficiencies  in  the  water  power. 

(3)  Are  there  records  of  the  stream  by  days  for 
a  period  of  five  years?  This  is  very  important. 
When  making  an  examination  of  a  stream,  a  bond 
house  may  find  its  flow  of  sufficient  volume  to 
develop  a  very  large  horse  power  and  all  of  the 
neighbors  living  in  the  vicinity  of  the  stream  may 
swear  that  the  stream  is  always  "practically"  as 
high;  but  engmeers  have  found  that  people  (al- 
though honest)  are  very  forgetful,  and  it  would  be 
unwise  to  endorse  any  water  power  proposition  on 
a  stream  which  has  not  had  government  reports 
thereon  for  at  least  five  years  back  and  preferably 
ten  years  or  more. 

Since  about  1888  the  United  States  Geological 
Survey  has  maintained  gauging  stations  on  many 
of  the  important  rivers  of  the  United  States.  The 
number  of  these  stations  has  been  increased  each 
year  so  that  at  the  present  time  they  are  established 
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on  most  of  the  important  rivers  of  the  country. 
The  records  of  these  rivera  are  found  in  the  Water 
Supply  Papers  which  are  published  every  year  by 
that  department.  From  these  records,  water  power 
engineers  can  figure  fairly  accurately,  if  the  gaug- 
ings  have  been  made  at  proper  points  along  the 
river,  the  amount  of  power  available.  The  fact 
that  there  are  no  government  records  on  any  partic- 
ular river  under  consideration  does  not  necessarily 
mean  that  no  rehable  power  exists  on  that  river, 
but  if  there  are  such  records,  it  does  mean  that  its 
reliability  can  be  definitely  determined  and  its 
value  thereby  definitely  established. 

(4)  The  character  of  construction.  Is  the  dam 
built  on  solid  rockf  How  are  the  ends  tied?  There 
are  propositions  where  the  legal  rights  have  been 
properly  secured,  where  there  is  sufficient  power, 
but  where  the  promoters,  in  order  to  save  money, 
did  not  adopt  the  best  type  of  construction,  or  have 
selected  a  location  for  their  dam  which  would  re- 
quire the  least  amount  of  construction  material 
r^ardless  of  the  proper  foundations. 

Water  power  developments  are  a  good  deal  fike 
the  little  girl  who  "had  a  little  curl  and  who  was 
either  very  very  good,  or  very  very  bad,"  A  rail- 
road may  be  abused,  but  it  can  only  gradually  de- 
preciate. A  water  power,  however,  today  may  be 
a  great  and  profitable  proposition  ^nd  tomorrow 
may  be  entirely  wiped  out.  A  dam  is  either  good 
or  no  good.  When  it  is  in  place,  it  is  worth  the 
milhon  or  more  dollars  which  it  cost.  When  it  has 
been  washed  away,  that  milhon  dollars  is  a  total  loss. 
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Two  photographs  in  the  writer's  office  will  illus- 
trate this  point:  one  of  the  great  Austin  Dam, 
Texas,  with  the  Colorado  River  rushing  over  it  at 
a  height  of  ten  or  twelve  feet  above  the  crest,  fur- 
nishing power  for  lighting  the  streets  and  operating 
the  street  cars  of  the  capital  of  Texas.  It  is  a  beauti- 
ful picture  and  represents  a  conservative  invest- 
ment of  about  two  million  doilara,  of  which  a  city 
or  corporation  may  well  be  proud.  The  second 
picture  taken  only  a  few  hours  later  shows  the 
river  freely  rurming  by,  with  four  jagged  junks  of 
granite  masonry  projecting  from  various  points  in 
the  water.  In  other  words,  during  the  few  hours 
intervening  between  the  time  these  photographs  were 
taken,  the  great  Austin  Dam  broke  and  that  invest- 
ment became  a  total  loss.  This  is  but  one  illustration. 

Reports  are  received  every  few  months  from 
some  part  of  the  country  of  a  dam  that  has  been 
washed  away,  causing  a  default  of  the  interest 
on  the  bonds  secured  by  said  dam,  and  a  reorgan- 
ization, if  a  total  loss  is  avoided.  Therefore,  it  is 
'  very  important  to  purchase  water  power  securities 
only  of  companies  where  the  engineering  work  has 
been  carried  on  by  men  of  the  highest  reputation 
who  actually  were  given  a  free  hand  to  spend  as 
much  money  as  was  necessary  for  a  first  class  dam. 

(5)  Is  there  a  market  for  the  electricity  at  a  profit- 
able  price?  Even  if  the  water  rights,  the  amount 
of  power,  the  history  of  the  stream  and  the  char- 
acter of  the  construction  are  satisfactory,  there  is 
something  else  to  be  considered  before  placing 
one's  money  in  water  power  developments.     The 
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Waldorf-Astoria  in  New  York  City  is  probably  a 
great  financial  success;  but  erect  the  same  hotel  on 
the  plains  of  Kansas,  and  it  is  immediately  a  finan- 
cial failure.  Yet  many  water  powers,  which,  if 
located  near  prosperous  cities,  would  be  very  profit- 
able, are  being  developed  in  certain  out-of-the-way 
localities  where  it  will  be  years  before  the  power 
can  be  sold  on  a  profitable  basis.  Some  day  it 
probably  will  be,  but  how  is  the  interest  on  the 
bonds  to  be  paid  in  the  meantime? 

Power  cannot  be  economically  transmitted  for 
much  more  than  200  miles  at  the  present  time. 
The  cost  of  transmitting  it  that  distance  is  not  due 
so  much  to  the  direct  loss  of  power  as  to  the  interest 
on  the  investment.  It  costs  from  $4,000  to  $8,000 
per  mile  to  erect  a  modem  transmission  line.  If 
the  line  is  200  miles  long  its  total  cost  will  be  in  the 
neighborhood  of  $1,000,000,  the  interest  charges  on 
which  at  5%  amount  to  $50,000.  Moreover,  some 
of  the  larger  water  power  companies  have  found 
it  necessary  to  erect  duplicate  lines  simply  for  use 
in  times  of  emergency,  for  in  no  other  way  can  they 
hold  their  trade  and  furnish  power  continuously  to 
operate  the  street  cars  and  electric  lights.  It  is 
very  evident,  therefore,  that  in  order  to  meet  these 
heavy  interest  charges,  a  large  amount  of  power 
must  be  sold  and  at  fairly  good  prices. 

The  Niagara  Falls  Plant  is  an  illustration  of  a 
development  which  was  built  without  due  regard  to 
the  market.  The  experience  of  the  Niagara  Falls 
Power  Company  clearly  shows  that  when  it  is 
necessary  to  create  a  market  for  the  power,  the 
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process  is  a  slow  one,  for  altboi^b  this  company 
has  been  in  existence  for  many  years  it  has  only  just 
recently  begun  to  pay  dividends  on  its  capital  stock. 

The  Dangers  of  Over-Capitalization 

In  many  states  today  the  issuii^  of  bonds  for 
the  development  of  railroads,  street  railways  and 
even  electric  lighting  and  power  companies  are 
subject  to  state  approval.  This,  of  course,  does  not 
mean  that  bonds  are  necessarily  good  because  they 
are  approved  by  the  Public  Utility  Commission  of 
Wisconsin,  for  example,  as  the  commission  ia  not 
called  upon  to  judge  the  value  of  the  proposition. 
These  commissions,  however,  are  a  distinct  check 
on  over-capitalization,  and  some  day  they  will  be 
greatly  appreciated  by  investors. 

Very  few  states  today  have  any  laws  regulating 
the  capitalization  of  companies  formed  for  the  de- 
velopment of  water  powers.  Thus,  of  the  new  so- 
called  public  utiHty  companies  which  are  today 
being  formed,  probably  the  most  flagrant  cases  of 
over-capitalization  will  be  found  in  some  water 
power  companies.  Therefore,  investors  purchas- 
ing water  power  bonds  should  make  sure  that  they 
deal  only  with  bond  houses  of  the  highest  character, 
those  who  have  a  reputation  at  stake,  and  who  are 
known  by  experience  to  have  stood  back  of  al' 
their  undertakings. 

Advantages  of  Water  Power  Securities 

There  are  few  investments  which  have  a  brighl 

future  than  the  securities  of  some  of  our  provi 
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successful  and  well  constructed  water  powers 
operating  near  large  cities.  The  bonds  of  these 
companies  can  be  purchased  to  yield  about  5%  and 
in  some  cases  more.  These  should  be  safe  as  to 
principal  and  interest.  Moreover,  in  the  case  of  a 
few  of  these  undertakings,  the  preferred  stocks  at 
the  present  time  should  be  a  good  investment.  But 
this  is  not  all;  not  only  are  many  of  the  bond  issues 
as  safe  as  the  highest  grade  railroad  bonds,  but  the 
common  stocks  of  some  of  these  developments  which 
are  now  selling  at  only  a  few  dollars  a  share,  should 
be  very  valuable  in  years  to  come. 

If  a  man  will  take  a  fund  of  fifty  thousand  dol- 
lars and  will  employ  a  water  power  engineer  to 
select  for  him  ten  or  twenty  water  power  companies 
in  which  to  invest,  whose  common  stocks  are  selling 
at  from  $20  to  $30  a  share  and  will  follow  the 
advice  of  that  engineer,  he  will  "wake  up"  some 
day  and  find  that  these  stocks,  for  which  he  paid 
only  fifty  thousand  dollars,  will  be  worth  one  or 
more  millions.  Of  course,  this  is  not  coming  quick- 
ly. Between  now  and  the  time  it  does  come,  many 
present  ambitious  but  impatient  holders  of  these 
securities  will  become  discouraged,  get  tired  of 
waiting,  and  will  sell  their  holdings.  Today  may 
not  be  the  time  to  buy  such  securities;  but  there  is 
a  time  coming  when  it  will  be  desirable  to  pick  up 
these  common  stocks  here  and  there,  for  one  hun- 
dred years  hence  the  men  who  own  our  water 
powers  will  control  the  industries  of  America. 
Therefore,  when  a  power  is  found  which  stands  all 
the  tests  above  given,  and  has  by  a  few  years  opera- 
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tion  proven  iia  ability  to  make  money,  and  is  being 
operated  by  men  who  stand  for  integrity,  investors 
will  be  justified  in  buying  an  equal  amount  of  first 
mortgage  bonds  and  common  stock. 

Figuring  Horse  Power 

Herewith  is  submitted  a  brief  and  simple  discua- 
aon  of  the  flow  of  a  stream  and  an  outline  of  the 
method  used  in  ascertaining  the  horse  power  of  any 
stream.  This  explanation  may  be  of  service  not 
only  to  the  investor  and  salesman,  but  also  to  the 
owner  of  a  small  grist  mill,  or  to  a  farmer  who  has 
a  small  stream  nmning  through  his  land. 

The  two  factors  that  determine  the  horse  power 
which  can  be  obtained  from  any  stream,  are  its 
flow  and  the  vertical  distance  through  which  the 
water  falls.  It  is  a  comparatively  simple  matter  to 
determine  the  latter,  but  it  is  not  quite  so  easy  to 
ascertain  the  former.  There  are  three  methods  of 
determining  the  flow  of  a  stream;  but  only  the 
velocity  method  will  be  discussed.  The  velocity 
method  is  the  one  most  commonly  used  and  consists 
simply  in  measuring  at  the  point  where  the  flow  is 
to  be  determined,  the  velocity  of  the  current  and 
the  area  of  a  cross  section  of  the  river.  The  veloc- 
ity of  the  current  is  measured  either  by  a  water 
meter  or  by  timing  a  float  between  two  given  points. 
The  area  of  the  cross  section  (which  is  the  area  of 
a  section  of  water  that  would  be  made  by  the  ver- 
tical cut  of  a  knife  if  you  could  draw  the  knife 
through  the  water  across  the  stream  from  bank  to 
bank, — similar  to  the  area  of  the  section  of  a  lot 


WATER  POWER  SECURITIES  247 

of  bread  made  by  cutting  the  loaf  in  two)  is  ap- 
proximately determined  by  measuring  the  depth  of 
the  water  at  different  points  in  a  straight  line  di- 
)  rectly  across  the  stream  from  bank  to  bank.     The 

product  of  the  velocity  in  feet  per  second  and  the  area 
in  square  feet  gives  the  flow  in  cubic  feet  per  second. 

But  the  flow  thus  determined  is  simply  the  flow 
at  one  particular  time  and  does  not  by  any  means 
fully  determine  the  flow  of  the  stream.  It  must  be 
remembered  that  the  flow  of  a  stream  is  not  uni- 
form from  day  to  day  or  from  month  to  month  or 
even  from  year  to  year.  It  is  usually  highest  in 
the  spring  and  lowest  in  the  fall  or  late  summer. 
In  order  to  determine  fully  the  power  that  can  be 
developed  from  a  stream,  it  is  necessary  to  measure 
the  flow  at  different  times  and  to  determine  its 
variations.  This  is  done  by  measuring  the  flow  at 
different  stages  of  the  stream  and  by  erecting  a 
gauge  and  recording  each  day  the  level  of  the  water. 

A  record  of  any  stream  obtained  can  be  summa- 
rized and  set  down  in  a  table  like  the  following, 
which  is  the  record  of  the  flow  of  the  Hudson  River, 
for  an  average  year,  taken  from  the  Government 
Reports: 

Monthly  Discharge  of  the  Hudson  River  at 

Mechanicsville,  N.  Y.    Discharge  in 

Cubic  Feet  per  Second 

Month  Maximum  Minimum  Average 

Jan.  10,300  1,590  5,210 

Feb.  29,700  3,970  11,600 

Mar.  15,700  5,640  9,220 

Apr.  46,300  11,500  25,800 
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Month 

Muimum 

Mininuon 

Avenme 

May 

28,200 

7,230 

17,000 

June 

9,660 

2,500 

6,020 

July 

3,390 

1,210 

1,980 

Aug. 

3,210 

235 

1,520 

Sep. 

2,140 

430 

1,460 

Oct. 

2,270 

531 

1,560 

Nov. 

2,620 

718 

1,680 

Deo. 

2,550 

400 

1,570 

The  Year 

46,300 

235 

7,050 

This  table  is  an  excellent  illustration  of  the 
fluctuations  of  the  flow  which  occur  from  day  to 
day  and  from  month  to  month. 

Now,  the  question  is,  which  flow  is  to  be  used  in 
figuring  the  horse  power  of  the  stream.  Is  it  to  be 
the  flow  of  any  particular  day  or  of  any  particular 
month,  or  is  it  to  be  the  maximum  flow,  the  min- 
imum flow  or  the  average  flow?  Of  course,  if  we 
wish  to  ascertain  the  continuous  power  which  can 
be  developed  day  in  and  day  out,  we  would  use  the 
lowest  flow.  This  in  1909  on  the  Hudson  River 
was  235  cubic  feet  per  second.  But  the  lowest  flow 
u-sually  occurs  only  one  or  two  days  in  the  year. 
On  the  Hudson  River  it  occurred  only  one  day  and 
that  day  was  Sunday  when  the  mills  were  all  shiit 
down  and  the  dams  along  the  river  were  holding 
back  the  water. 

In  constructing  a  water  power  development,  the 
reservoir  created  by  the  dam  is  generally  of  suffi- 
cient capacity  to  regulate  the  daily  fluctuations  in 
the  flow  and  to  keep  the  flow  continuously,  at  least 
equal  to  the  lowest  monthly  average.     This  is  the 
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flow  on  which  the  primary  power  of  the  stream  is 
usually  figured.  In  the  case  of  the  Hudson  River 
in  1909  this  was  1460  cubic  feet  per  second. 

The  process  of  figuring  the  horse  power  after  the 
height  of  the  waterfall  and  the  flow  of  the  stream 
have  both  been  determined  is  a  very  simple  one. 
The  power  developed  by  a  waterfall  is  nothing 
more  or  less  than  the  power  developed  in  a  given 
time  by  a  falling  body.  A  waterfall  is  simply  a 
series  of  falling  bodies.  The  horse  power  is,  then, 
the  weight  of  water  in  pounds  flowing  in  one 
second,  multiplied  by  the  height  of  the  waterfall 
in  feet,  and  divided  by  550  (this  being  the  number 
of  foot  pounds  per  second  equivalent  to  1  horse 
power.)  As  the  weight  of  a  cubic  foot  of  water  is 
approximately  62.5  pounds,  the  formula  for  horse 
power  m  its  elementary  form  is  then: 

TT  "o  Plow  in  cu.  ft.  per  sec,  x  62. 5  x  Height  of  Pall  in  ft. 

Horse  x^ower  — 555 

The  horse  power  thus  figured,  however,  is  the 
theoretical  horse  power  and  on  account  of  the  losses 
of  power  in  the  water  wheels  and  electrical  gener- 
ators, can  never  be  obtained  in  practice.  If  we 
take  these  losses,  which  usually  amount  to  about 
25%,  into  consideration,  the  formula  then  becomes 
in  its  simplest  form: 

TT  Tfc  Flow  X  Height  of  Fall 

Horse  Power  = ^ 

Below  is  the  calculation  of  the  24  hour  primary 
power  available  from  the  Hudson  River  in  1909  at 
Mechanicsville,  N.  Y.  The  head  of  water  here  is 
18  feet  and  the  lowest  average  monthly  flow  was, 
as  given  above,  1460  cubic  feet  per  second:  There- 
fore, Horse  Power  =  ^^^  =  2190. 


CHAPTER  XV 

MUNICIPAL  SECCRITIES 

BENJAMIN  FRANKLIN 
have  said  on  one  occasion  somethii^  to  the 
effect  that  "nothing  in  life  is  sure  except 
death  and  taxes."  According  to  articles  which 
have  been  published  on  municipal  bonds  in  current 
periodicab,  it  would  appear  that  Franklin  com- 
mitted a  grave  error  when  he  omitted  municipal 
bonds  from  this  statement.  Surely  municipal 
bonds  are  founded  on  taxes,  and  if  taxes  are  sure, 
then  municipals  should  be  Bure;  but  if  so,  how  do 
we  account  for  the  defalcations  on  municipal  bonds 
which  periodically  take  place?  Certainly  there  is 
a  loophole  somewhere,  and  it  is  the  purpose  of  this 
chapter  to  show  where  this  loophole  exists. 

The  word  "municipal"  comes  from  the  word 
"municipality,"  which  is  a  general  term  referring 
to  a  city,  town,  and  possibly  a  county.  Originally 
it  was  supposed  to  refer  only  to  a  city,  but  it  is 
now  a  general  term,  and  dealers  are  tending  toward 
the  practice  of  calling  all  bonds  which  are  not  cor- 
poration bonds,  municipal  bonds.  As  every  mu- 
nicipality is  in  reality  simply  a  corporation,  deriv- 
ing its  authority  from  a  charter  received  from  the 
state  the  same  as  every  other  corporation,  mu- 
nicipal bonds  might  be  called  corporation  bonds. 
However,  there  is  one  great  theoretical  difference, 
namely :  that  corporation  bonds  are  dependent  upon 
the  earnings  of  a  coqjoration,  which  may  or  may 
250 
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not  be  sufficient  to  pay  the  interest  thereon;  while 
municipal  bonds  are  dependent  upon  only  the  taxes 
of  the  community,  which  can  be  increased  to  any 
amount  necessary  to  pay  the  interest  on  any  legally 
issued  municipal  bonds.  Not  only  can  these  taxes 
be  arbitrarily  assessed,  but  this  assessment  comes 
before  the  earnings  of  any  corporation. 

For  instance,  assume  that  you  own  one  of  the 
Boston  Terminal  Company  First  Mortgage 
3i%  bonds  due  February,  1947,  secured  by  a  first 
mortgage  on  the  great  South  Station  in  Boston, 
Mass.  These  bonds  are  issued  by  a  corporation 
known  as  the  Boston  Terminal  Company,  the  stock 
of  which  is  owned  by  large  railroad  interests  using 
the  terminal.  If  these  railroads  fail  to  pay  the  in- 
terest on  these  bonds,  it  is  only  necessary  for  the  bond- 
holders to  foreclose  their  mortgage  and  take  this 
terminal  property,  erecting  thereon  office  buildings, 
apartment  houses,  or  anything  that  might  be  desired. 

Holders  of  these  Boston  Terminal  bonds  have  an 
"absolute"  first  mortgage  on  this  most  valuable 
property  subject  to  one  exception.  This  exception 
is  that  the  holders  of  the  City  of  Boston  4%  bonds 
theoretically  have  a  prior  lien  on  this  great  terminal 
property  as  well  as  on  all  other  property  in  the  city 
of  Boston,  and,  if  at  any  time  the  city  of  Boston 
should  default  on  its  own  bonds,  the  holders  thereof 
theoretically  could  unite  and  assess  the  Boston 
Terminal  Company  and  all  the  owners  of  other 
Boston  property  for  a  sufficient  amount  to  pay  the 
principal  and  interest  on  the  City  of  Boston  bonds. 
Moreover,  if  the  Terminal  Company  should  fail  to 
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pay  such  taxes  and  assessments,  the  Boston  Termi- 
nal bondholders  mnat  voluntarily  assess  themselves 
for  the  payment  of  the  principal  and  interest  due 
the  holders  of  the  City  of  Boston  bonds. 

The  Purpose  of  Municipal  Bonds 

Like  any  private  corporation,  a  municipality  is 
obliged  to  borrow  money.  In  making  permanent 
improvements,  such  as  building  schools,  erectinft 
fire  houses,  purchasing  land  for  streets,  and  many 
other  purposes,  a  city  is  justified  in  borrowing 
money  by  selling  bonds,  and  is  justified  in  refund- 
ing certain  of  these  bonds  when  they  become  due. 
For  other  purposes,  such  as  paving,  buying  fire 
t?\horses,  and  making  other  purchases  which  rapidly 
depreciate,  a  city  is  also  often  justified  in  borrowing 
money  for  a  short  period,  but  in  such  cases,  the  bonds 
should  be  serial  bonds,  and  arrangements  should 
be  made  to  pay  up  portions  of  the  principal  each 
year,  as  they  mature,  from  the  regular  tax  budget. 

Every  year  there  are  about  $350,000,000  munic- 
ipal bonds  sold,  and  less  than  ten  per  cent  are 
for  refunding  purposes.  This  means  that  about 
8315,000,000  of  new  money  is  borrowed  every  year 
by  munieipaUties  of  our  country  for  municipal  im- 
provements; or,  in  other  words,  the  total  net  in- 
debtedness of  our  municipahties  is  increasing 
about  $315,000,000  each  year. 

The  following  table  shows  the  various  purposes 
for  which  municipal  bonds  are  issued  in  an  aver- 
age year,  and  the  average  sum  of  money  which  goes 
to  the  different  purposes. 
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Water  Supply $50,000,000 

Streets  and  Bridges 75,000,000 

Sewers  and  Drainage 30,000,000 

Schools  and  School  Buildings           .      .  50,000,000 

General  Building        35,000,000 

Parks  and  Museums        12,000,000 

Lighting 3,000,000 

Miscellaneous        30,000,000 

Funding  and  Improvement         .      .      .  30,000,000 

$315,000,000 

During  the  past  few  years,  municipal  borrowing 
has  greatly  increased,  and  it  is  a  subject  which 
deserves  most  careful  consideration.  Some  bankers 
feel  that  our  increased  municipal  indebtedness, 
expanding  at  such  a  rapid  rate,  will  jeopardize  the 
safety  of  certain  municipal  issues.  This  may  be 
overdrawn,  yet  it  ia  a  subject  worthy  of  careful  con- 
sideration, and  certainly  the  rate  of  increase  should 
be  diminished.  In  short,  the  sales  for  each  year 
average  about  40%  increase  over  each  preceding 
year,  which  is  of  course,  stupendous.  The  objec- 
tion should  not  be  to  the  amount  so  much  as  to  the 
purpose  of  the  issue.  The  land  a  city  buys  for 
park  purposes  or  for  laying  new  streets,  or  addi- 
tional water  or  sewerage  purposes  is  not  criticized 
for  every  dollar  spent  for  such  permanent  improve- 
ments, the  city  is  five  dollars  better  off,  but  objec- 
tions are  well  founded  when  bonds  are  sold  to  raise 
money  for  macadamizing -roads,  removing  snow,  or 
for  Fourth  of  July  celebrations. 

Although,  theoretically,  municipal  bonds  issued 
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1  expenses  are  now  as  good  an  bonds  sold 
for  any  other  purposes,  yet  the  ultimate  effect  upon 
the  financial  situation,  and  especially  upon  the  city, 
is  vastly  different.  Any  abnormal  increase  in  the 
issue  of  municipal  bonds  tends  to  increase  taxes, 
reduce  income  and  depress  the  standing  of  a  city's 
bonds.  This  is  the  reason  why  City  of  Boston 
bonds  sell  at  times  cheaper  than  Boston  Terminal 
bonds,  although  theoretically  the  fonner  are  much 
better.  In  theory,  however,  municipal  bonds 
should  be  better  than  any  corporation  bonds.  Al- 
though, theoretically,  our  homes  can  be  sold  to  pay 
the  bonds  of  our  town,  unhappy  will  be  the  men  who 
attempt  to  do  this,  and  municipal  bondholders 
know  that  to  hold  the  power  to  foreclose  is  entirely 
different  from  being  able  to  enforce  it.  Thus  they 
are  wary  of  cities  and  towns  which  are  borrowing 
too  heavily.* 

The  Sale  of  Municipal  Bonds 

When  a  municipality  desires  to  raise  money  for 
any  of  the  above  purposes,  a  vote  is  passed  by  the 
aldermen  and  common  council  if  it  is  a  city,  or  the 
citizens  of  the  town  if  it  is  a  town,  authorizing  the 
treasurer  to  borrow  a  certain  amount  of  money  at 
a  certain  rate  for  a  certain  length  of  time  for 
definite  purposes.  This  means  that  the  treasurer 
will  have  bonds  printed,  and  sell  them  in  _  the 
market  by  advertising  for  bids.  If  the  treasurer  is 
authorized   to  raise   $100,000  at   4%   for   twenty 
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years,  he  advertises  100.000  4%  20-year  bonds  for 
sale,  and  the  bond  house  which  will  pay  him  the 
naoet  therefor  geta  the  bonds.  The  following  is  a 
list  of  the  bidders  and  the  prices  which  they  offered 
for  S175,0O0  City  of  Cleveland  bonds,  which  were 
recently  advertised  for  sale  by  the  treasurer  of  that 
city.     The  report  reads  as  follows: 

The  8175,000  bonds  were  purchased  by  Hayden, 
Miller  &  Co.  of  Cleveland  and  the  other  issue  was 
disposed  of  to  a  syndicate  composed  of  the  Tillotson 
&  Walcott  Co.  of  Cleveland,  Stacy  &  Braun  of 
Toledo  and  the  Western-German  Bank  of  Cincin- 
nati.    A  list  of  the  bidders  follows: 

BIDDERS  $175,000        SfiO.OOO 


The  TillotBon  *  Walcott  Co.,  Cbve- , 

land ( 

The  WeBtem-German  Bank,  Cinein-J'S  178, 250.25   S60,342.00 

Stacy  &  Brkuni  "Toledo ,'.'.'.'.'  ^ !!!.'  ' 

Hayden,  Miller  &  Co.,  Cleveland .  ,  .        178,300.00     60,067.00 

The  First  National  Bank,  Clevelanrf      178,279.50     

New  Firafc  National  Bank,  Columbus       178,100.00     60,312.00 
Davies-Bertrara  Co.  and  Provident 

Savings   Bank  and  Trust  Co., 

Cincinnati 177,680.00    60,163.00 

Otis  &  Hough,  CleveW.  .,.  .......).    177  790.0O    60,093.00 

Seasongood  &  Mayer,  Cincmnati.  . .  '      "i"™i™    w,w™  w 

C.  E.  Denison  &  Co.,  Cleveland 

The  Cleveland  Trust  Co.,  Cleveland 

E.  H.  Rollins  &  Sons,  Chicafo , 

The    Fifth-Third    National    Bank, 

Cincinnati 177,940.00 

Mansfield  Savins  Bank,  Mansfield.       177,510.00 
The    Security    Savings    Bank    and 

Trust  Co.,  Toledo 177,327.50 

The  Central  Trust  &  Safe  Deposit 

Co.,  Cincinnati 

Harris,  Forbes  &  Co.,  New  York 


177,451.80    60,085.80 
176,882.50     80,087.50 


256 


BONDS  AND  STOCKS 


Thia  means  that  the  t:ity  received  $178,250.25  for 
its  $175,000  bonds  and  $60,342  for  its  $60,000 
issue;  or,  in  other  words,  a  premiurn  of  $3,592.25 
for  these  two  issues.  (There  also  was  another  and 
larger  issue  sold  at  the  same  time;  but  the  figures  on 
thia  are  unnecessary.)  When  money  rates  are  low 
and  bonds  are  in  great  demand,  cities  receive  more 
for  their  bonds  than  when  money  rates  are  high 
and  bonds  are  not  in  great  demand. 

Once  there  was  a  time  when  municipal  bonds 
could  be  sold  at  any  price,  or  to  bear  any  rate,  and 
sales  were  made  privately.  Any  old  bond  salesman 
has  many  most  interesting  tales  to  tell  relative  to 
those  days  when  they  "worked"  our  city  treasurers 
more  than  they  worked  themselves,  and  if  some  of 
our  magazines  had  then  been  so  keen  for  graft 
articles  as  they  are  today,  they  could  have  found 
some  most  interesting  material  in  connection  with 
the  sale  of  municipal  bonds. 

Before  a  bond  house  purchases  a  municipal  bond 
issue,  it  has  the  "proceedings"  carefully  examined 
by  counsel.  As  a  mortgagee  employs  lawyera  ex- 
perienced in  real  estate  law  to  examine  the  title  and 
proceedings  in  connection  with  the  preparation  of 
mortgages,  so  the  municipal  bond  house  employs 
lawyers  trained  in  investigating  the  legaUty  of 
municipal  bonds  to  pass  upon  each  issue  befoi'e  pur- 
chasing the  same.  In  cases  of  some  of  the  larger 
cities,  the  treasurer  himself  employs  prominent 
counsel  whose  word  is  known  throughout  the  land, 
to  pass  upon  the  proceedings  connected  with  the 
issuance  of  the  bonds  before  the  bonds  are  offered 
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for  sale.  This,  in  a  way,  makes  the  sale  more  at- 
tractive, and  enables  municipalities  to  receive  a 
higher  bid  for  the  bonds  than  they  otherwise  would. 
As  great  strides  have  been  made  in  the  sale  of 
bonds,  so  also  in  their  preparation,  and  now  many 
states  have  provided  very  careful  directions  relative 
to  the  preparation  and  proceedings  for  an  issue. 
It  appears  that  Texas  was  the  first  state  to  prepare 
comprehensive  laws  on  this  subject,  and  when  pur- 
chasing a  Texas  municipal  bond,  one  is  supposed  to 
find  a  certificate  on  the  back  of  said  issue  stating 
that  the  legal  proceedings  have  been  properly  com- 
plied with,  and  that  the  bonds  have  not  exceeded 
the  debt  limit.  In  other  words,  the  Attorney  Gen- 
eral's oflSce  at  Texas,  pretends  to  assume  a  certain 
responsibility  in  checking  up  the  legal  proceedings 
in  connection  with  issues  of  all  Texas  bonds.  A 
recent  legislature  of  Massachusetts  also  enacted  a 
law  whereby  certain  municipal  obligations  should 
be  registered  at  the  state  treasurer's  office  before 
being  sold  to  the  public.  Briefly,  this  law  is  as 
follows,  and  it  is  one  which  other  states  should  im- 
mediately copy: 

Chapter  616,  Massachusetts  Acts  op  1910 

An  Act  Relative  to  the  Form  of  Notes  to  be  Issued 
by  Towns  for  Money  Borrowed 

"Section  1.  The  director  of  the  bureau  of  statistics  shall 
furnish  to  the  treasurer  of  every  town  within  the  common- 
wealUi  a  book  of  forms  for  the  issue  of  notes  for  money 
borrowed  by  the  town.  The  note  shall  state  the  amount 
thereof,  the  date  of  issue,  the  interest  which  it  bears,  and 
the  date  when  it  will  become  due  for  payment,  and  record 
of  every  note  so  issued  shall  be  kept  by  tne  treasurer  of  the 
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town  in  Buch  form  as  the  director  of  the  bureau  of  statistics 
may  desgnate. 

"Section  2.  Whenever  a  town  votes  to  raise  money  other- 
visB  thun  by  the  issue  of  bonds  to  be  paid  for  from  a  sink* 
ing  fund  or  by  the  serial  method,  so-called,  tba  treasurer 
alull  make  a  note  or  notes  for  the  amount  of  the  propiMed 
loan,  and  slmll  use  one  or  more  in  serial  order  of  the  forms 
furnished  aa  hereinbefore  provided,  with  the  blank  spaces 
properly  filled  in,  and  shall  sign  tne  same  in  the  space  or 
spacea  provided,  and  a  majority  of  the  selectmen  shall  coun- 
tersign and  approve  each  not*  in  the  presence  of  the  town 
clerk,  who  wliall  certify  to  the  fact  on  the  face  of  the  note  and 
affix  thereon  the  town  seal  in  a  space  to  be  provided  there- 
for. The  treasurer,  after  making  a  record  of  the  transac- 
tion in  accordance  with  the  provisions  of  section  one,  shall 
forward  every  such  note  to  the  director  of  the  bureau  of 
statistics,  together  with  a  copy  of  said  record,  and  a  copy  of 
the  vote  au&orizing  the  loan,  certified  by  the  town  clerk, 
and  a  certification  hv  th(i  tnw"  "'"rlf  ihnt,  fh"  r"-?"n  whrm' 
MlPtature  appears  upon  the  note  as  that  of  the  treasurer  was 
the  duly  authorized  treasurer  of  the  town  al  the  date  when 
such  signatures  were  made,  and  that  the  persons  whose 
agnaturea  appear  upon  the  note  as  those  of  a  majority  of 
die  Selectmen  were  duly  qualified  selectmen  when  such  sig- 
natures were  made,  and  he  shidl  at  the  same  time  forward 
the  fee  provided  for  by  section  four  of  this  act.  If  upon 
ezaminauon  said  director  finds  that  the  note  appears  to 
have  been  duly  issued  in  accordance  with  the  vote  of  the 
town,  and  to  have  been  signed  hv  the  duly  qimliflpH  nfficioln 
thereof,  as  herein  provided,  he  shal!  so  certify,  and  the  di- 
rector shall  thereupon  return  the  note  by  registered  mail 
to  the  treasurer  of  the  town. 

"Section  3.  Whenever  any  note  issued  by  a  town  within 
the  commonwealth,  whether  such  note  was  issued  before  or 
after  the  passage  of  this  act,  shall  have  become  due  and 
shall  have  been  paid,  the  town  treasurer  shall  immediately 
notify  the  director  of  the  bureau  of  statistics  of  such  pay- 
ment, stating  the  source  fiom  which  the  money  to  pay  the 
same  was  obtained, 

"Section  4.  The  director  of  the  bureau  of  statistics  shall 
establish  a  reasonable  fee  to  be  charged  for  every  note  cer- 
tified, and  shall  turn  over  monthly  to  the  treasurer  of  the 
commonwealth  such  fees. 

"Ssction  5,  A  town  treasurer  who  violates  any  provision 
of  this  act  shall  be  liable  to  a  fine  of  not  less  th^  one  hun- 
dred nor  more  than  five  hundred  dollars. 

"Section  6.  This  act  shall  take  effect  on  the  first  day  of 
Januaiy  in  the  year  nineteen  hundred  and  eleven," 
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It  is  true  that  this  law  does  not  yet  include  bonds 
and  other  city  obligations,  but  this  will  be  the  next 
step. 

Another  very  satisfactory  method  which  city, 
town  and  county  treasurers  may  adopt  is  to  have  a 
bond  issue  prepared  bv  a  prominpnt.  trust  mmpRnv. 

as  in  several  of  the  largest  cities  there  are  trust 
companies  which  specialize  in  this  work.     For  in- 
stance,  when  a  town  has  voted  to  sell  $100,000  of 
bonds,  and  the  treasurer  has  advertised  for  bids  and 
the  issue  has  been  sold,  the  treasurer  can  then  turn 
the  matter  over  to  one  of  the  trust  companies, 
which  wiU  have  the  bonds  printed  on  specially  pre- 
pared  paper  (which  it  is  very  difficult  to  counter- 
feit)   and    arrange   the   other   details.     The   trust 
company  will  have  the  legal  proceedings  checked  up 
by  its  attorneys,  and  will  then  certify  on  each  bond 
that  said  bond  is  authorized,  and  in  its  opinion,  is 
legally  and  properly  issued.       Except  in  certain 
states  like  Texas  where  the  state  authorities  attend 
to    such    details,    all   town    officials    should    work 
through  one  of  these  prominent  trust  companies 
and  thereby  save  money  for  their  own  municipality 
and  improve  its  credit  as  well  as  protect  the  in- 
vestors and  prevent  any  possible  suspicion  falling 
upon  themselves. 

Limitations  and  Loopholes 

All  municipal  bonds  are  not  good,  and  when  not 
high  grade,  they  are  not  desirable  for  any  purpose, 
not  even  as  a  speculation.  Sometimes  they  are  not 
good  from  bad  faith,  and  sometimes  from  changed 
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conditiona  or  other  causes;  but  usually  the  reason 
is  due  to  an  error  in  the  original  legal  proceedings 
or  because  they  were  in  excess  of  the  debt  limit. 
Relative  to  this  subject,  a  well  known  authority  on 
municipal  bonds  states  substantially  as  follows: 

"The  coniniou  term  in  speaking  of  constitutional 
limitations  is  that  of  the  constitutional  limit  of 
debt.  That  is,  we  find  in  a  very  large  number  of 
cities  that  the  constitution  provides  that  no  muni- 
cijwlity  shall  create  a  debt  in  excess  of  a  given  per- 
centage of  the  assessed  valuation,  which  percentage 
varies.  We  find  it  in  some  states  as  low  as  2 
per  cent,  in  others  as  high  as  30  per  cent.  The 
assessed  valuation,  of  course,  may  be  a  small  per- 
cent^e  of  the  actual  value,  or  it  may  be  a  large 
percentage  of  the  actual  value,  which  is  supposed  to 
be  the  selling  price  of  the  property.  Taking  these 
different  ratios  of  assessed  valuation  as  compared 
to  actual  values,  we  find  it  on  real  estate  in  New 
York  100  per  cent;  Philadelphia  100  per  cent- — 
(these  are  according  to  the  latest  statistics  obtain- 
able)— Boston  100  per  cent,  Baltimore  100  per 
cent,  Detroit  100  per  cent,  Buffalo  75  per  cent. 
New  Orleans  60  per  cent,  St.  Louis  60  per  cent, 
San  Francisco  50  per  cent,  Milwaukee  50  per  cent, 
while  Chicago  has  a  very  low  a.ssessed  valuation  of 
only  about  15  per  cent." 

The  percentage  of  issues  allowed  iji  the  constitu- 
tions varies  in  different  states  from  2  per  cent  in 

e  state  to  30  per  cent  in  another.  Here  are  a  few 
of  the  different  limitations:  New  York  10  per  cent 
of  the  real  assessment;  Pennsylvania   7   per  cent 
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of  real  and  personal;  Ohio  8  per  cent  of  real 
and  personal;  California  15  per  cent;  Missouri  5 
per  cent  of  taxable  property;  Indiana  2  per  cent; 
North  Carolina  no  limit — each  issue  requires 
legislative  enactment;  Michigan  subject  to  any 
limitation  passed  by  the  legislature;  and  so  on. 
We  also  find  in  some  cases  that  a  popular  vote  is 
necessary  in  order  that  a  bond  may  be  legally  is- 
sued— a  vote  in  many  cases  ot  all  citizens  entitled 
to  vote;  then  again  we  find  in  some  cases  that  only 
tax-payers  can  vote,  and  it  requires  the  male  and 
female  vote.  Moreover,  in  issuing  municipal  bonds 
it  is  necessary  that  they  be  issued  for  strictly  munic- 
ipal purposes. 

It  will  therefore  be  seen  how  very  important  it 
is  that  all  these  legal  features  be  complied  with; 
for,  if  the  bonds  are  not  legally  issued,  the  city  or 
town  can  at  any  time  stop  paying  the  interest  and 
refuse  to  pay  the  principal.  But  this  is  not  the 
only  way  that  investors  lose  money  by  municipal 
bonds.  Here  is  a  case  of  a  small  city  in  Minnesota, 
which  was  to  use  the  proceeds  of  a  bond  sale  to 
build  a  bridge  over  a  river.  The  total  issue 
amounted  to  about  one  hundred  thousand  dollars, 
the  bridge  being  quite  expensive,  but  it  was  not 
erected  where  the  leading  business  interests  wished 
it.  The  fact  that  the  city  had  only  one  important 
business  industry  was  the  bottom  of  the  whde  trovhle. 

In  short,  at  the  beginning  of  this  affair  some  of 
the  politicians  of  the  town  voted  for  certain  reasons 
to  build  this  bridge,  issued  these  6  per  cent  bonds 
in   payment  therefor  and   the  bridge  was   built. 
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After  the  bridge  was  built  thece  was  a  change  of 
administration,  and  the  new  city  officials,  who  were 
said  to  have  been  elected  by  the  owners  of  this 
certain  industry,  refused  to  pay  the  interest  on  the 
bonds.  Aa  the  bonds  had  been  legally  issued,  the 
bond  house  which  sold  thera  immediately  took  the 
matter  in  charge  aTul  started  legal  proceedings 
against  the  city  to  make  its  officials  pay  the  interest. 
The  courts  upheld  the  bondholders,  but  still  the 
bondholders  were  helpless,  and  agreed  to  compro- 
mise. To  an  inno<'ent  investor  this  seems  very 
strange,  yet  the  reason  is  very  simple. 

The  great  industry  above  mentioned  was  then 
practically  the  only  industry  in  the  city,  and  the 
value  of  the  city  property  depended  on  this  one 
industry.  When  this  bondholders'  conmiittee  won 
their  case  in  the  courts,  the  directors  of  this  in- 
dustry simply  announced  to  the  committee  that  it 
would  remove  its  plant  elsewhere.  As  this  business 
was  the  life  of  the  town,  the  committee  thought  that 
such  an  event  would  cause  the  city  to  default  on  all 
its  issues  and  so  immediately  withdrew  its  case, 
compromised  with  the  municipality,  and  the  bond- 
holders accepted  their  loss. 

The  entire  assessed  valuation  of  this  town  wat 
only  about  $1,500,000  and  the  tax  rate  is  liow  over 
$40  per  thousand.  The  city  (for  every  httle 
village  is  a  city  in  that  section)  consisted  of  this  one 
plant  surrounded  by  some  houses,  a  pretentious 
City  Hall  and  this  famous  bridge  crossing  the 
river  some  distance  out  of  town  where  no  one 
wanted  it  built  except  possibly  some  alderman  who 
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had  some  land  for  sale  in  that  vicinity.  There 
should  be  some  way  provided  for  our  bondholders' 
committees  to  visit  such  places  before  purchasing 
the  bonds.  No  eastern  man  would  ever  have 
bought  these  bonds  if  he  had  first  visited  this  lonely, 
forlorn,  western  settlement. 

However,  municipal  bonds  as  a  class  should  be 
safer  than  any  other  kind,  although  they  are  some- 
what on  the  same  principle  as  a  note  of  a  relative 
or  some  dear  friend.  Probably  said  friend's  note 
is  absolutely  good;  but  if  for  any  reason  he  did  not 
volunteer  to  pay  it,  you  would  never  sue  him  or 
force  him  to  settle.  It  is  the  same  with  municipal 
bonds.  Theoretically,  they  are  the  ideal  perma- 
nent investment  and  when  such  municipals  are  con- 
sidered, as  those  Massachusetts  and  New  York 
savings  banks  are  allowed  to  buy,  this  is  practically 
true  also.  However,  the  same  rule  does  not  apply 
to  all  western  and  southern  bonds  of  new  and  small 
cities  nor  to  "special  assessment"  or  "improve- 
ment" bonds  of  even  larger  cities. 

The  writer  has  in  mind  a  certain  southern  city 
which  defaulted  on  its  bonds  because  the  city  made 
a  financial  loss  which  was  not  in  any  way  the  fault 
of  the  bondholders.  Its  bonds  had  been  issued  for 
municipal  improvements  and  the  city  was  well  jus- 
tified in  issuing  bonds  in  payment  therefor. 

There  was  no  attempt  on  the  part  of  the  city 
officials  to  dispute  the  legality  of  the  issue.  There 
were  no  indications  of  graft,  nor  were  any  real  rea- 
sons given  for  the  non-payment  of  the  interest. 
The   city   was   not    dependent    on    one    industry. 
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but  is  one  of  the  most  prosperous  cities  in  the 
Union.  Nevertheless,  this  city  flatly  defaulted  on 
the  interest  on  its  bonds  and  pretended  to  refuse 
considering  even  the  payment  of  the  principal.  In 
short,  the  officials  of  that  city  did  not  attempt  to 
make  any  excuse  but  simply  said,  "What  are  you 
going  to  do  about  it?" 

In  answer  to  the  assertion  that  there  waa  one 
thing  that  the  bondholders  could  do  as  a  last  resort, 
namely,  "to  come  down  and  foreclose  on  the  houses 
and  stores,  selling  the  same  at  auction,  and  so 
obtain  the  necessary  money  for  the  payment  of 
these  bonds,  principal  and  interest,"  the  reply  was 
very  brief  and  to  the  point.  Said  they,  "Let  them 
corae  as  they  will,  but  if  they  do,  we  will  shoot 
every  blasted  one  of  them."  This  was  not  the 
sentiment  of  the  best  element  of  the  community, 
and  in  fact,  the  leading  bankers  of  the  town  did 
everything  possible  to  aid  in  arranging  a  fair  and 
just  settlement.  That  "What-are-you^oing-to-do- 
about-it?"  spirit,  however,  did  represent  the  position 
of  the  average  citizen.  Although  there  is  no  doubt 
but  that  the  bondholders  could  have  carried  out  the 
above  threat,  yet  they  would  have  needed  to  call 
out  the  United  States  army  to  do  it,  and  consider- 
able blood  would  have  been  shed  in  that  good  old 
southern  Imvn  before  the  bondholders  received  their 
money. 

There  was  no  money  in  the  treasury  to  pay  the 
interest  on  these  bonds,  taxes  were  already  fairly 
high,  and  the  citizens  simply  "lay  down"  and  in- 
sisted that  the  bondholders  must  meet  them  half 
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way  and  share  with  them  their  loss,  although,  as 
above  stated,  there  was  no  legal,  moral  or  business 
reason  why  the  bondholders  should  compromise  in 
any  way.  As  to  the  final  settlement,  an  adjust- 
ment of  this  debt  on  the  basis  of  new  bonds  bearing 
three  per  cent  for  five  years,  four  per  cent  for  the 
next  ten  years  and  five  per  cent  for  the  final  fifteen 
years  was  reached  between  the  city  and  the  bond- 
holders' committee. 

But  this  is  only  one  of  many  illustrations  which 
could  be  given.  Another  is  the  case  of  Galveston, 
Texas.  Galveston  was  a  flourishing  city.  Suddenly 
one  morning  a  few  years  ago,  it  was  swept  by  a 
tidal  wave.  The  citizens  appealed  to  the  country 
for  aid  and  later  asked  the  bondholders  to  release 
them  from  their  obligations.  The  attitude  of  Gal- 
veston was  very  friendly,  and  her  appeal  was  such 
that  the  bondholders  felt  willing  to  do  something, 
so  they  agreed  to  accept  a  lower  rate  of  interest  for 
a  certain  length  of  time,  to  purchase  additional 
bonds,  and  to  aid  the  city  in  getting  on  its  feet. 

Municipals  Which  Are  Not  Municipals 

Bonds  issued  in  anticipation  of  special  assess- 
ments levied  to  provide  for  improvements  upon 
adjoining  lands,  are  known  as  special  assessment 
bonds.  Certain  of  the  paving  and  sewer  bonds 
issued  by  many  western  cities,  towns  and  counties 
may  be  classed  under  this  head.  Legal  decisions 
have  been  somewhat  at  variance  as  to  whether  such 
bonds  are  binding  upon  the  whole  city  or  county,  in 
addition  to  the  portion  specially  benefited;  but  it  is 
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now  generally  conceded  that  they  are  not.  In  an 
Ohio  case,  the  Supreme  Court  held  that  when 
between  the  county  and  benefited  district,  and 
the  bondholder,  the  whole  county  is  liable. 

"This  decision  was  in  substance  paralleled  in  the 
case  of  Fort  Scott,  Kansas,  wherein  the  Supreme 
Court  afErmed  that  inasmuch  as  the  special  assess- 
ments upon  the  property  directly  held  had  proved 
insufficient  to  meet  principal  and  interest  on  the 
bonds,  the  holder  was  entitled,  in  case  of  the  city's 
default,  to  a  writ  of  mandamus,  compelling  the 
levy  of  necessary  taxes  on  the  eniire  dty  property. 
Still  again  in  an  Indiana  case,  in  1884,  the  Federal 
Court  held  that  certain  gravel-road  bonds,  while 
payable  primarily  from  the  assessments  of  the 
adjoining  lands  on  each  side,  were  nevertheless 
obligations  of  the  whole  county  as  well,  and  should 
be  considered  such  in  reckoning  its  indebtedness  in 
reference  to  the  two  per  cent  borrowing  hmit  im- 
posed by  the  Indiana  State  Constitution.  Three 
years  later,  however,  the  Supreme  Court  of  the 
same  state,  perhaps  influenced  by  the  narrow  debt 
restriction  just  cited,  gave  an  opposite  opinion  upon 
the  gravel-road  bonds.  Ignoring  the  earlier  ruling, 
this  court  held  that  the  funds  raised  by  special 
assessments  on  the  adjacent  lands,  were,  by  the 
statute,  for  the  express  purpose  of  meeting  princi- 
pal and  interest  on  the  bonds,  and  for  this  alone — 
while  no  other  provision  had  been  made  for  their 
payment — that  the  evident  purpose  of  the  legisla- 
ture was  to  place  the  burden  of  the  entire  cost  of  the 
improvements  upon  the  owners  of  the  contiguous 
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lands,  to  which  the  bondholder's  claim  thus  bec&ine 
limited.  This  view,  while  correct  so  far  as  it  goes, 
takes  no  cognizance  of  the  fact  that  the  enabling 
act  authorizes  the  issue  of  *bonds  of  the  county y^ 
which  being  empowered  to  collect  the  assessments 
for  their  payment,  may  perhaps  be  constructed  to 
loan  its  credit  as  well." 

A  Wisconsin  city  once  issued  special  assessment 
paving  bonds,  which,  added  to  its  regular  indebted- 
ness, exceeded  the  five  per  cent  constitutional 
limitation.  The  real  status  of  the  bonds  thus  be- 
came problematical,  for  upon  the  theory  that  they 
were  a  direct  liability  of  the  city,  all  those  issued  in 
excess  of  the  restriction  would  be  illegal,  while 
otherwise  they  must  be  looked  upon  as  special 
assessment  bonds  pure  and  simple,  without  redress 
from  the  city,  and  binding  only  upon  the  particular 
property  benefited,  in  case  of  default.  In  spite  of 
this  case,  it  i^  still  held  by  many  able  lawyers  that 
where  there  is  nothing  to  the  contrary  expressed 
either  in  the  act  or  the  bond  itself,  the  security 
may  be  considered  a  general  municipal  liability 
although  primarily  collectible  by  the  county  or  city 
from  special  assessments.  It  is  debatable  however, 
whether  or  not  that  the  holders  of  special  assess- 
ment bonds  sl^uld  look  wholly  to  the  adjoining 
property  for  principal  and  interest. 

Until  the  final  settlement  of  this  question  is 
reached,  a  difference  in  market  price  at  which  this 
class  of  security  rules,  as  compared  with  the  reg- 
ular issue  of  the  same  city,  will  continue  to  exist. 
Thus  we  see  Tacoma,  Washington,  floating  its  4^ 
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per  cent  bonds  at  a  premium,  when  issued  for  strictly- 
municipal  purposes,  while  an  offering  of  7  per 
cent  special  assessment  bonds  brought  the  city 
barely  any  premium;  and  Seattle  easily  floats  a 
4|  per  cent  bond  issue  for  a  regular  municipal 
purpose  at  a  time  when  its  7  per  cent  special 
assessment  road  bonds  were  seeking  a  market  at 
par. 

The  case  with  which  money  can  be  borrowed  by 
means  of  this  "contingent  liability"  has  led  some 
young  cities,  ambitious  of  growth,  to  pave  their 
streets  out  into  the  adjoining  fields.  It  thus  be- 
comes doubly  important  for  the  holder  of  special 
a^essment  bonds  to  know  whether  his  claim  is 
limited  merely  to  the  property  abutting,  or  is  bind- 
ing upon  the  whole  city. 

A  few  years  ago  some  eastern  investors  who  had 
bought  special  assessment  bonds — or  improvement 
bonds,  as  they  are  sometimes  called — issued  by  a 
city  in  Wisconsin  had  occasion  to  send  a  represent- 
ative to  look  over  the  ground.  The  holders  did  not 
know  that  the  bonds  were  not  a  regular  obligation 
of  the  whole  city,  the  bond  salesman  having  done  a 
distinct  wrong  by  not  so  telling  them.  The  city  is 
a  wide  awake  growing  city  and  its  regular  bonds 
should  be  absolutely  safe;  but  look  out  for  its  "im- 
provement" bonds!  To  begin  with,  it  was  hard  to 
find  the  streets  called  for  on  the  bonds  (improve- 
ment bonds  generally  state  on  the  face  of  the  bonds 
to  what  streets  they  refer) ;  but  after  finding  these 
streets,  the  next  feat  was  to  find  the  adjoining  land 
given  as  security!     It  was  found  to  be  an  outlying 
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section  of  the  city  laid  out  with  wide  streets,  paved 
and  finished  as  are  those  in  the  very  busiest  sec- 
tions of  our  largest  cities. 

Of  course,  the  city  officials  were  probably  honest 
in  tlieir  belief  that  these  improvements  were  needed 
and  the  city  was  shortly  to  double  or  quadruple  in 
population.  Nevertheless,  the  fact  remains  that 
some  years  after  the  bonds  were  issued  and  these 
improvements  had  been  made,  the  grass  was  grow- 
ing between  the  pavement  blocks,  and  the  birds 
were  building  nests  on  the  sign  boards  and  lamp 
posts.  As  to  the  property  improved,  it  may  be 
of  value  for  a  cranbeiry  bog;  but  it  certainly  was 
not  worth  the  coat  of  the  improvements. 

Straight  municipal  bonds  of  established  cities  of 
over  20,000  population  should  be  absolutely  good, 
but  an  imderlying  railroad  or  public  utility  bond 
is  preferable  to  special  assessment  bonds  or  second 
grade  municipals. 

Beware  of  Special  Assessment  Bonds 

Even  our  largest  cities  resort  to  these  special 
assessment  bonds.  In  Chicago,  for  instance,  when 
a  sti-eet  is  improved,  the  coat  of  improvement  is 
often  met  by  an  issue  of  special  assessment  bonds, 
the  interest  and  principal  of  which  is  supposed  to 
be  paid  by  the  owners  of  property  abutting  on  the 
street  which  is  being  improved.  These  assessments 
rank  after  the  assessments  for  general  taxes  which 
are  used  for  the  payment  of  the  principal  and  in- 
terest of  the  regular  Chicago  bonds.  Hence,  a 
special  assessment  bond  comes  between  a  straight 
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municipal  bond  and  an  ordinary  mortgage  which, 
of  course,  is  subject  to  all  taxes  and  assessments. 

Special  assessment  bonds  usually  recite  on  the 
face  that  they  are  issued  for  improvements  on  a 
certain  portion  of  a  given  street,  and  that  they  are 
payable  out  of  taxes  levied  upon  that  particular 
property.  In  Illinois,  these  bonds  run  for  five 
years,  drawing  interest,  the  interest  and  one-fifth 
of  the  principal  being  payable  each  year.  There 
is  very  httle  uncertainty  about  straight  municipal 
bonds,  most  of  the  trouble  coming  from  these  spe- 
cial assessment  or  improvement  bonds.  In  addi- 
tion to  the  legal  difficulties  and  the  fact  that  the 
land  frequently  does  not  equal  the  amount  of  the 
bonds,  there  are  other  reasons  why  these  bonds  are 
often  unattractive. 

For  instance,  when  a  street  is  improved  in  Chi- 
cago, an  agreement  is  made  with  some  contracting 
company,  and  sometimes  before  the  work  is  com- 
pleted over  the  entire  district,  the  first  instalment 
of  the  assessment  falls  due.  In  such  cases,  the 
tax-payer  whose  land  haa  not  been  improved  says 
to  the  treasurer  of  the  city  of  Chicago,  "You  have 
not  improved  my  street,  and  I  do  not  propose  to 
pay  my  tax  until  the  work  is  fully  completed." 
Such  cases  are  in  addition  to  the  instances  where 
improvements  have  been  made  in  outlying  districts 
for  work  that  was  never  needed,  when  the  tax-payer 
goes  to  court  and  fights  the  bondholders.  If  the 
bonds  have  been  l^ally  issued,  and  if  the  bond- 
holders have  the  courage  to  fight  the  case,  they  may 
win  although  in  some  cases  it  costs  more  than  the 
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bonds  are  worth.  There  are,  however,  many  in- 
atances  where  the  actual  value  of  the  property  is 
not  worth  the  improvement,  aa  in  cases  where 
streets  have  been  paved  and  sewers  installed  through- 
out prairie  districts  where  the  value  of  the  lots 
actually  did  not  equal  the  assessment,  so  that  if 
the  bondholders  took  the  lots,  they  would  still  lose 
money. 

Therefore,  when  purchasing  municipal  bonds, 
one  should  know  whether  they  are  "straight  munic- 
ipal bonds"  or  "special  assessment  bonds";  and  if 
the  latter,  they  should  be  most  carefully  studied. 
If  they  are  special  assessment  bonds  issued  by  the 
city  in  which  the  reader  lives  and  he  can  drive 
through  the  streets  and  see  for  himself  that  the 
property  well  deserves  the  improvement  and  is 
worth  very  much  more  than  the  cost  of  said  im- 
provements, he  is  justified  in  buying  these  special 
assessment  bonds,  provided  the  legality  has  been 
approved  by  leading  attorneys.  If,  however,  an 
investor  is  unable  to  see  the  property,  he  should 
make  very  caxeful  inquiries  before  purchasing  such 
bonds. 

How  to  Select  Municipal  Bonds 

The  number  and  variety  of  factors  which  deter- 
mine the  value  of  municipal  bonds  make  this 
perhaps  the  moat  difficult  class  of  securities  for  the 
investor  to  appraise.  In  the  case  of  corporation 
bonds,  he  can  turn  to  the  reports  of  the  issuing 
company  and  study  the  earnings  and  the  surplus 
over  interest  charges.     A  comparison  of  one  com- 
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pany  with  others  in  the  same  field  enables  one  to 
form  a  judgment  aa  to  the  worth  of  its  bonds.  It 
is,  however,  much  harder  to  determine  the  standing 
of  a  "municipal."  Of  two  cities  of  equal  popula- 
tion and  net  debt,  one  may  have  a  much  better 
credit  rating  than  the  other;  but  even  when  he 
knows  that  the  credit  of  a  municipality  is  good,  the 
investor  cannot  take  it  for  granted  that  all  its 
bonds  are  good  investments. 

Each  municipal  bond  issue  should  be  analyzed 
by  itself  to  determine  that  it  is  legal.  The  laws  of 
the  states  differ,  for  instance,  in  limiting  the  indebted- 
ness which  a  city  may  incur.  Usually,  its  indeht^ 
edness  is  based  on  property  valuation.  It  is  very 
common  for  a  sinking  fund  to  be  provideil  for  mu- 
nicipal bonds,  and  the  investor  must  decide  if  this 
sinking  fund  is  sufficient.  The  character  of  the 
population  is  another  factor  in  determining  a  city's 
credit.  Is  it  largely  made  up  of  laboring  people  or 
of  more  prosperous  classes?  If  a  resort  with  a 
transient  population,  this  also  must  be  considered. 
Lastly,  the  investor  should  find  out  how  the  borrow- 
ing of  the  municipality  has  been  done.  It  may  have 
borrowed  heavily  several  times  within  a  few  years, 
or  its  borrowing  may  be  spread  over  a  number  of 
years.  All  these  are  factors  which  affect  the  value 
of  an  issue. 

A  short  rule  for  selecting  an  issue  is  as  follows: 
Endeavor  to  select  such  municipals  as  are  legal  for 
the  savings  banks  of  New  York  State,  Massachu- 
setts, Connecticut  or  some  other  conservative  state. 
Although  the  laws  of  Massachusetts  are  very  satis- 
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factory,  yet  the  laws  regulating  the  investments  of 
New  York  savings  banks  are  most  often  given  as  a 
guide.  Such  laws  provide  that  banks  can  buy  only 
the  bonds  of  a  city  having  at  least  45,000  popula- 
tion and  which  have  been  incorporated  at  least 
twenty-five  years.  Moreover,  the  city  must  be 
located  in  a  state  admitted  into  the  Union  before 
1896.  The  total  debt  »of  the  municipality  must 
not  be  more  than  seven  per  cent  of  the  entire  valua- 
tion of  the  taxable  property,  and  the  city  must  not 
have  been  in  default  on  principal  or  interest  since 
1861. 

The  following  are  a  few  of  the  more  prominent 
cities  of  the  country  which  the  writer  believes  fulfill 
these  requirements.  Of  course  the  first  city  of 
importance  is  New  York  City  (although  it  is  in- 
teresting to  note  that  Massachusetts  savings  banks 
are  not  allowed  to  invest  in  New  York  City  bonds). 
Other  cities  in  New  York  State  are  as  follows:  Buf- 
falo, Troy,  Syracuse,  Albany,  Binghamton,  Elmira, 
and  Jamestown.  Cities  outside  of  New  York  State 
whose  bonds  are  held  in  numbers  are:  Portland, 
Maine;    Boston,    Cambridge,    Lowell,    Worcester, 

I  and  Springfield,  Massachusetts;  Providence,  Rhode 

Island;    Bridgeport,    Hartford,    and    New    Haven, 

f  Connecticut;   Newark,   New  Jersey;  Philadelphia, 

Pittsburgh,  Allegheny,  Harrisburg,  Reading,  Scran- 
ton,  Pennsylvania;  Baltimore,  Cincinnati,  Dayton, 
Louisville,  Indianapolis,  Detroit,  Grand  Rapids, 
Milwaukee,  Minneapolis,  St.  Paul,  Des  Moines, 
Omaha,  San  Francisco,  Los  Angeles,  St.  Louis, 
and  Kansas  City. 
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Id  addition  to  the  above  list  one  may  be  safe  in 
purchasing  the  bonds  of  any  New  England  city,  or 
of  any  town  in  Maseacbuset^,  Connecticut,  New 
York  or  Pennsylvania, 
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CHAPTER  XVI 

EXCHANGING   INVESTMENTS 

A  Trick  Played  Upon  Inexperienced 

Investors 

IT  may  be  all  right  to  swap  marbles  or  jack- 
knives,  and  there  may  be  nothing  dangerous  in 
trading  horses;  but  when  it  comes  to  bonds, 
stocks  and  other  securities,  upon  the  income  of 
which  one's  family  is  absolutely  dependent,  this  is 
another  matter. 

In  talks  to  bond  salesmen  through  the  Babson 
Courses  on  Investments,  they  are  advised  to  ask  an 
investor,  when  he  says  he  has  "no  money,"  if  he  has 
any  securities  which  he  would  trade.  In  fact,  one 
of  the  principal  uses  of  a  "Composite  Circular  of 
Bond  Offerings"*  is  to  enable  dealers  to  dispose  of 
any  bonds  which  they  take  in  trade.  Or  to  state  it 
another  way,  it  enables  dealers  to  take  in  trade  any 
one  of  the  fifteen  thousand  different  bond  issues 
held  by  investors  and  to  find  some  kind  of  a  market 
for  anything  in  the  line  of  a  bond  or  stock  certifi- 
cate which  might  ever  be  offered  to  them.  This 
advice^  however,  should  not  be  abused,  or  used  to 
''saddle'*  investors  with  poorer  securities  than  they 
originally  held. 

The   process   which   has   been   recommended   to 
bond  salesmen  is  that  if,  when  out  on  the  road,  they 

*Issued  by  the  National  Quotation  Bureau   of  66  Liberty  St.,  New 
York  City. 
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encounter  a  man  who  baa  no  money  to  invest,  but 
who  is  intereatcd  in  the  bonds  which  they  are  offer- 
ing, that  they  ask  this  man  if  he  has  not  some  in- 
active bonds  with  which  he  is  not  fully  satisfied, 
and  which  he  would  like  to  exchange  for  higher 
grade  bonds  which  are  well  known  and  the  security 
of  which  is  beyond  queation.  This  is  the  method 
that  bond  salesmen  may  use  when  business  is  dull 
and  money  is  scarce,  whereby  they  can  both  per- 
form a  distinct  ser\'ice  to  their  clients,  and  at  the 
same  time  turn  in  an  honest  penny  for  their  firm. 
In  fact,  many  of  the  high  grade  firms  do  a  large 
amount  of  this  work,  making  two  commissions,  to 
both  of  which  they  are  well  entitled. 

Justifiable  Swapping 

Only  a  short  time  ago  a  letter  was  received  from 
a  well-known  firm,  stating  that  from  a  list  of  pub- 
lished stockholders,  they  (the  firm)  saw  that  a  cer- 
tain investor  was  the  holder  of  twenty-five  shares 
of  stock  in  a  certain  industrial  company.  This 
letter  stated  that,  owing  to  the  present  depression 
in  business  the  firm  fully  beheved  that  said  stock 
would  decline  in  price  and  its  dividends  would  pos- 
sibly be  reduced.  They  recommended  that  the  in- 
vestor sell  the  common  stock  of  this  well  known 
industrial  company,  which  had  already  had  a  phe- 
nomenal rise,  and  re-invest  the  money  in  the  Penn- 
sylvania Railroad  Company  Convertible  3j% 
bonds  due  October  1915,  selling  at  about  96  and 
interest  to  yield  about  4^%.  The  latter  argued 
that  although  the  Pennsylvania  bonds  do  not  yield 
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quite  so  much  as  the  stock  in  question,  yet  said 
bonds  are  absolutely  safe;  while  the  common  stock 
of  this  great  industrial  company,  although  it  may 
'  some  day  be  very  valuable,  will  probably  decline  in 
price  in  the  meantime,  and  considering  the  secu- 
rity, permanent  yield,  and  immediate  opportunity 
of  appreciation,  it  should  be  much  better  for  the 
investor  to  make  the  exchange. 

Such  an  argument  is  wholly  justifiable,  and  the 
firm  that  writes  such  a  letter  is  performing  a  dis- 
tinct service  to  the  community.  Fortunate  is  this 
country  for  having  such  firms,  and  fortunate  are 
the  investors  who  deal  with  them  and  receive  their 
communications  from  time  to  time.  Of  course, 
these  firms  often  suggest  that  on  such  trades  a  little 
money  be  paid  by  the  investor  in  order  to  secure  an 
equal  amount  of  better  bonds;  but  this  also  is 
justifiable.  Bonds  al^e  the  same  as  clothes,  fur- 
niture, or  any  other  commodity.  Although  you  do 
not  always  receive  what  you  pay  for,  you  never 
receive  more  than  you  pay  for;  and  in  order  to 
exchange  one  bond  for  another,  which  either  yields 
the  same  and  is  more  secure,  or  yields  more  and 
has  the  sam^e  security^  the  purchaser  must  pay 
something  "to  boot,''  provided  the  maturity  and 
marketability  of  the  bonds  are  the  same. 

Of  course,  all  men  do  not  agree  to  this  argument, 
and  a  very  able  man  when  advised  recently  in  mak- 
ing a  trade  to  pay  something  to  boot,  replied  by 
telling  a  story  of  his  father  who  continually  traded 
horses,  paying  a  little  to  boot  each  time,  only  to  end 
with  neither  horses  nor  money.     Said  he,  "I  am 
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willing  to  trade,  but  I  will  never  pay  anjthing  to 
boot.  I  must  either  trade  'even'  or  else  the  other 
party  must  pay  me  something  to  boot." 

However,  his  father's  case  may  have  been  one 
where,  in  order  to  obtain  better  horses  by  continu- 
ally paying  something  to  boot,  he  reached  a  point 
where  he  had  neither  money  nor  horse;  but  this  is 
a  great  exception.  Most  people  reach  a  point  where 
they  have  neither  money  nor  horse  by  continually 
trading  a  good  article  for  an  inferior  article  for  the 
sake  of  getting  something  to  boot. 

Good  Bonds  for  Bad 

One  of  the  best  illustrations  of  such  a  case  is  that 
of  a  young  lawyer  of  the  writer's  acquaintance  who 
was  left,  by  his  father,  considerable  property  which 
was  very  largely  personal,  consisting  of  the  highest 
grade  bonds  such  as  municipal  bonds  of  leading 
cities  like  New  York,  Philadelphia  and  Boston, 
yielding  about  four  per  cent,  and  mortgage  bonds  of 
large  railroad  systems  like  the  Pennsylvania,  the 
New  York  Central,  the  Illinois  Central,  the  Chicago, 
Milwaukee  &  St.  Paul  and  others,  yielding  nearly 
four  and  one-half  per  cent.  Like  such  other  youi^ 
men,  he  had  never  been  obUged  to  earn  any  money; 
but  his  expenses  continually  increased,  and  he  soon 
reached  a  point  where  he  wanted  a  greater  income. 

Instead  of  making  a  definite  study  of  investments 
and  changing  his  investments  in  accordance  withf 
conditions,  confining  them  always  to  the  highest 
grade  securities  (either  bonds  or  short  term  notes), 
he  began  to  trade  his  four  per  cent  bonds  for  bonds 
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that  yielded  four  and  one-half  per  cent.  These  he 
traded  for  bonds  that  yielded  five  per  cent;  while 
these  he  again  traded  for  bonds  that  yielded  five  and 
one-half  per  cent;  and  these  he  once  more  traded  for 
bonds  that  yielded  him  six  per  cent.  Each  time  he 
got  poorer  security  and  unconsciously  paid  a  large 
commission  to  the  bond  house  for  making  the  ex- 
change. The  result  is  that  today  this  young  man 
has  none  of.  his  good  securities,  and  a  large  pro- 
portion of  those  which  he  owns  are  in  default. 
Therefore,  not  oidy  has  he  greatly  deteriorated  the. 
security  behind  his  father's  investments  and  un- 
consciously reduced  their  market  price  nearly  forty 
per  cent,  but,  owing  to  the  defaulted  bonds,  he 
actually  receives  a  smaller  yield  today  than  he  did 
when  this  money  was  invested  in  only  the  highest 
grade  securities  yielding  about  four  per  cent. 

Many  innocent  investors,  who  are  not  trained  in 
businesa,  are  urged  to  trade  good  securities  which 
they  have  owned  for  years  for  speculative  or  uncer- 
tain slocks  and  bonds  which  salesmen  tell  them  are 
"fully  as  good  if  not  better."  This  they  should  not 
do. 

A  short  time  ago  a  bond  salesman  related  the 
following  story  to  the  writer  which  had  just  come 
to  his  attention.  Said  he,  "On  my  last  trip  to 
Maine  I  called  upon  one  of  my  customers,  and  she 
asked  me  about  some  district  irrigation  bonds 
■which  have  been  issued  on  a  certain  property  in 
Colorado.  They  are  bonds  which  were  offered  at 
par  to  yield  six  per  cent.  Of  course,  I  told  her 
frankly  that  they  are  nothing  that  she  would  be 
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interested  in,  knowing  that  she  desires  to  confine 
her  investments  exclusively  to  municipal  bonds  and 
prefers  not  to  buy  even  high  grade  corporation 
bonds.  'But,'  said  she,  'I  have  already  bought  five 
one  thousand  dollar  bonds.  You  remember  cer- 
tain bonds  (slie  gave  the  name)  which  I  purchased 
of  you  a  while  ago  at  par  and  interest.  Well,  this 
house  offered  to  purchase  these  from  me  at  107  and 
interest.  Believing  that  these  new  bonds  are  a 
good  Colorado  municipal  bond  and  yield  about  two 
,  per  cent  more,  of  course  I  was  interested.  I  told 
the  bond  salesman,  however,  that  I  should  like  to 
wait  and  look  the  matter  up;  but  he  stated  that  he 
could  not  give  me  time  to  do  this  because  he  had 
only  a  few  of  the  bonds  and  there  were  two  people 
in  town  who  would  take  them  if  I  did  not  do  so. 
As  the  house  advertises  in  the  leading  magazines  and 
religious  papers,  I  thought  that  it  must  be  absolutely 
honorable,  and  therefore,  made  the  trade.' 

"Of  course  I  explained  to  her"  said  the  writer's 
friend,  "that  it  is  almost,  impossible  to  obtain  a 
straight  municipal  bond  to  yield  six  per  cent  and 
that  these  bonds  are  not  municipal  bonds,  although 
one  might  think  ao  from  reading  the  circulars.  In 
short,  although  they  are  secured  by  a  lien  on  a  cer- 
tain portion  of  land  supplied  by  an  irrigation  sys- 
tem, and  the  interest  may  be  collected  by  a  certain 
tax  on  this  land,  yet  practically  her  bonds  resembled 
only  a  real  estate  mortgage  subject  to  the  regular 
municipal  taxes  on  the  property.  I  explamed  that 
she  had  purchased  only  an  irrigaiion  district  bond 
and  not  a  municipal  bond  as  she  thought,  although 
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there  was  no  way  by  which  she  could  hold  the  bond 
house  or  the  bond  salesman  legally  liable,  as  the 
circular  offering  the  bonds  stated  nothing  untrue. 
I  therefore  told  her  that  the  only  thing  for  her  to 
do  was  to  sell  these  irrigation  bonds  as  soon  as  pos- 
sible, take  her  loss  and  forget  the  episode. 

"She,  therefore,  told  me  to  go  ahead,  and  I  im- 
mediately endeavored  to  sell  these  irrigation  bonds. 
One  can  imagme  my  chagrin  when  I  found  that, 
within  two  weeks  from  the  time  she  purchased  them 
at  par,  the  best  I  could  sell  them  for  was  $600 
each.  Upon  bringing  the  matter  before  the  bond 
house,  they  told  me  that  they  would  be  obliged  to 
lose  ten  per  cent  on  the  municipal  bonds  which  they 
had  purchased  of  the  woman;  that  they  had  paid 
the  salesman  five  per  cent,  and  the  advertising  ex- 
penses amounted  to  ten  per  cent;  so  that  instead  of 
receiving  par  for  their  irrigation  bonds,  they  really 
received  only  75  net  for  them.  Moreover,  they  had 
paid  65  for  the  irrigation  bonds,  leaving  a  net  profit 
to  them  of  only  ten  per  cent.  Therefore,  they  truly 
could  not  afford  to  take  back  the  irrigation  bonds 
for  more  than  60,  even  although  it  was  only  two 
weeks  after  the  sale." 

What  can  be  done  relative  to  such  matters?  The 
bond  house  did  not  make  an  abnormally  large 
profit,  and  the  case  was  not  misrepresented  to  the 
woman,  but  it  was  absolutely  wrong  from  start  to 
finish.  First,  the  irrigation  company  should  not 
have  been  formed;  second,  a  bond  house  should  not 
purchase  any  bonds  which  sell  for  only  65;  third, 
the  bond  salesman  should  have  told  the  woman  that 
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she  was  not  buying  a  municipal  bond,  instead  of 
being  content  to  let  her  assume  anything,  and 
finaUy  the  woman  should  have  had  sense  enough 
to  know  that  she  could  not  exchange  a  four  per 
cent  bond  for  a  six  per  cent  bond  and  get  some 
money  to  boot,  without  giving  up  a  good  part  of 
her  security.  But  this  is  not  all  of  the  story.  The 
bond  man  states  further  that  aiuce  then  $5,000  of 
municipal  bonds,  such  as  were  purchased  of  this 
woman  have  recently  been  purchased  by  this  firm 
of  a  broker  at  about  ninety-seven;  and  upon  look- 
ing up  the  bonds'  numbers,  he  found  them  to  be 
the  same  municipal  bonds  which  he  had  sold  the 
woman  some  time  previous  and  which  she  had 
traded  for  the  irrigation  bonds. 

This  is  only  one  illustration  of  a  host  that  might 
be  given.  The  bonds  referred  to  in  a  previous 
chapter  as  being  purchased  by  a  civil  engineer  at 
par,  secured  by  a  first  mortgage  on  an  Ohio  property, 
and  which  are  now  practically  worthless,  were  really 
not  purchased  by  the  civil  engineer  for  cash  but 
were  taken  in  trade  for  five  good  bonds  which  be 
had  held  for  some  years.  These  were  five  telephone 
bonds  which  he  had  purchased  at  par  and  which 
yielded  five  per  cent;  but  a  bond  salesman  came 
around  and  offered  him  105  and  interest  for  these 
telephone  bonds  if  he  would  buy  the  Ohio  bonds  at 
par.  In  other  words,  to  get  on  his  old  bonds  a 
bonus  of  only  $250,  this  man  lost  15,000. 

When  a  man  has  his  cash  and  makes  his  first 
inveetTHent,  he  usually  shows  care  and  forethought, 
but   about    once    in  so   often  he  seems   to  have  an 
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UTicontrollable  desire  to  trade.  Ninety-nine  times 
otit  of  one  hundred  he  gets  "the  small  end  of  the 
stick."  Therefore,  be  content  with  trying  to  beat 
a  man  at  your  own  game,  hut  do  Tiot  try  to  beat  a 
bond  salesman  at  his. 

Exchanging  Stocks 
The  above  is  not  the  only  way  an  investor  gets 
into  trouble  by  exchanging  securities.  Another 
illustration  will  suggest  other  difficulties,  A  cer- 
tain promoter  in  Boston  sold  stocks  in  a  large  num- 
ber of  companies  and  received  as  his  profit  a  goodly 
proportion  of  the  stock.  Only  one  of  these  com- 
panies amounted  to  anything;  but  certain  circum- 
stances developed  wherein  he  saw  clearly  that  the 
stock  of  one  of  these  companies  would  some  day  be 
very  valuable;  in  fact  he  was  offered  a  large  sum 
of  money  by  certain  interests  if  he  could  get  back  a 
majority  of  this  one  stock.  In  order  to  do  this,  he 
first  arranged  to  have  the  company  stop  paying 
dividends.  This  any  corporation  can  readily  do, 
as  it  is  always  advisable  to  have  a  good  surplus,  and 
the  profits  can  be  used  for  extensions,  which  are 
always  necessary,  instead  of  borrowing  money  for 

[  such  extensions, 

I  No  one  can  justly  complain  if  a  corporation  de- 
sires to  be  ultra  conservative  and  use  its  profits  for 
extending  its  plant  rather  than  borrowing  money 
therefor.  As  dividends  were  suspended,  the  de- 
mand for  the  stock  lessened  and  the  price  declined. 

f  The  stock  was  so  distributed  among  small  investors, 

L  however,  that  none  of  them  had  enough  interest  to 
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cause  any  worry,  and  but  few  took  the  trouble  of 
selling.  In  fact,  when  he  sent  au  agent  to  ask 
them  to  sell,  they  immediately  became  suspicious 
and  wondered  why  he  should  wish  to  buy  if  the 
stock  was  of  so  little  value  as  the  agent  claimed. 

This  promoter,  therefore,  conceived  a  scheme 
whereby  he  inaugurated  an  "underwriting  com- 
pany" and  offered  the  holders  of  all  of  the  different 
stocks  which  he  bad  previously  sold  an  opportunity 
of  returning  them  to  him  and  taking  in  exchange 
the  stock  of  the  new  holding  company.  His  ail- 
ment was  very  plausible,  stating  as  he  did  that 
probably  a  niunber  of  the  stocks  were  valuable  and 
a  number  were  not;  but  which  were  valuable  and 
which  were  not,  it  was  impossible  to  tell.  There- 
fore, he  argued,  that  if  these  holders  would  place 
all  their  atocka  together  in  the  treasury  of  this 
holding  company  and  take  new  stock  in  the  holding 
company  in  exchange  therefor,  they  would  prob- 
ably make  a  handsome  profit  and  at  least  every  one 
would  receive  the  same  treatment.  He  also  ex- 
plained how  the  holding  company  had  the  privilege 
of  exchanging  stocks  and  of  purchasing  additional 
stock  if  they  so  desired  from  time  to  time,  which  he 
said  would  still  further  enhance  the  value  of  the 
holding  company's  stock.  As,  under  this  scheme, 
he  offered  to  take  back  all  of  the  stock  which  he  had 
previously  sold  instead  of  the  stock  of  only  one 
company,  the  suspicions  of  the  holders  of  the  stock 
of  this  one  company  were  not  aroused,  and  they 
innocently  turned  in  all  their  holdings. 

A  reasonable  time  after  these  holdings  had  been 
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turned  in  and  the  entire  deal  consummated,  this 
promoter  who  incidentally  controlled  the  holding 
company,  had  the  holding  company  part  with  these 
valuable  shares  to  a  firm  in  which  he  held  a  large 
interest;  and  they  in  turn  exchanged  them  for 
shares  for  which  a  large  sum  of  money  was  later 
received,  bxit  which  money  never  reached  the  treasury 
of  the  underwriting  company.  Of  course,  if  any 
of  the  stockholders  of  the  underwriting  company 
had  been  willing  to  spend  a  large  sura  of  money 
fighting  the  case,  they  doubtless  could  have  ob- 
tained some  of  the  money  received  from  these 
valuable  shares,  although  the  promoter  worked 
under  the  advice  of  able  legal  talent.  The  shares, 
however,  were  so  scattered  among  small  investors, 
each  of  whom  had  only  a  few  hundred  dollars  in- 
vested therein,  that  the  matter  was  dropped.  A 
few  original  holders  in  the  one  valuable  company, 
■  however,  who  for  some  reason  or  other  did  not 
I  exchange,  now  have  an  investment  which  they 
can  sell  at  a  large  profit,  while  those  who  ex- 
changed for  the  holding  company  stock  have  prac- 
tically nothing. 

Exchanging  Defaulted  Bonds 

I  There  is  a  firm  of  so-called  "investment  dealers" 
which  makes  a  practice  of  obtaining  the  lists  of 
holders  of  defaulted  bond  issues,  and  going  to  these 
people  who  are  already  frightened,  urging  them  to 
exchange  their  defaulted  bonds  for  worthless  oil  or 
mining  stock.  For  instance,  one  firm  obtained  a 
list  of  the  holders  of  the  bonds  of  a  well- 
railroad  company,  which  were  in  default 
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time  ago,  the  price  of  which  fell  to  about  40.  As 
these  bonds  were  well  secured,  it  was  commonly 
acknowledged  among  all  students  of  the  situation 
that,  ninety-nine  chances  out  of  one  hundred,  in- 
terest would  soon  be  paid  again  and  they  would  sell 
much  higher.  In  fact,  these  bonds  now  sell  in  the 
vicinity  of  80.  This  firm,  however,  sent  an  agent 
to  the  various  holders,  filling  them  full  of  "gloom" 
and  offering  in  exchange  for  each  one  thousand 
dollar  bond,  ten  shares  of  stock  in  a  mining  com- 
pany, which,  although  like  the  bonds,  was  not  then 
paying  interest,  would,  they  said  "very  shortly  pay 
a  good  dividend  and  should  sell  considerably  above 
par."  Of  course,  this  is  a  very  plausible  argument 
and  it  can  readily  be  seen  why  many  of  the  holders 
of  these  bonds  exchanged  them  for  the  stock  on  the 
belief  that  "a  coming  property  is  better  than  a  dead 
one."  However,  instead  of  these  holders  recu- 
peratmg  their  money  by  making  the  exchange,  they 
have  practically  lost  their  all;  while,  if  they  had 
held  the  bonds,  they  would  now  be  able  to  obtain  as 
much,  if  not  more,  than  they  originally  paid  for 
them  besides  having  received  interest  at  six  per 
cent  during  the  defaulted  period. 

As  a  general  rule  the  investor  should  feel  free  to 
go  to  the  officers  of  the  banks  in  which  he  does  busi- 
ness, and  frankly  ask  their  advice.  If  these  offi- 
cers advise  making  the  exchange,  it  is  probably  beat 
to  do  so.  Of  course,  there  are  instances  where  the 
bank  officials  will  not  feel  willing  to  take  the  re- 
sponsibility. In  such  cases,  it  is  well  to  sell  the 
securities  and  re-invest  in  other  strictly  high  grade 
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aecurities  which  the  bank  recommends  and  in  which 
they  have  their  own  money  invested. 

Although  many  other  illustrations  might  be 
^ven,  the  following  are  submitted  as  two  character- 
istic letters  recently  received  and  answers  thereto. 

Babson  Statistical  Organization, 

Wellesley  Hills,  Mass. 
Dear  Sirs:— 

I  have  had  a  certain  broker  call  on  me  several 

times,  lu'ging  me  to  sell  the    Hailroad 

Company  First  Refunding  4's  due  April,  1951, 
which  I  hold,  but  which  are  now  in  default  and 
which  sell  at  about  40  flat.  Do  you  advise  selling 
them  or  exchanging  them  for  some  other  good  rail- 
road bonds  which  he  offers? 

He  also  offers  mc  some  very  good  bonds,  with 

which  I  am  well  acquainted,  for  my 

Railroad  Company  3j's.  Have  you  any  ad\'ice 
relative  to  this  exchange? 

Very  truly  yours, 


Reply 
,  Dear  Sir:— 

In  reply  to  your  letter  will  state  that  I  think  it 

would  be  a  great  mistake  for  you  to  sell  the 

Railroad  Company  Refunding  4's  at  present  prices. 
I  Although  they  may  sell  lower  before  the  reorgan- 
I  ization  is  completed,  yet  I  believe  that  they,  or  the 
I  aecurities  which  you  will  receive  in  place  of  them, 
\  are  bound  to  sell  much  higher. 

Regarding  the  three  and  one-half  per  cent  bonds 
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of  the    Rtulroad   Company  to   which 

you  refer,  you  may  be  interested  to  know  that  there 

is  a  bill  before  the Legislature  to  make 

these  bonda  a  legal  investment  for  savings  banks  of 
said  state,  and  if  this  bill  is  passed,  said  bonds 
should  sell  at  very  much  higher  prices.     Possibly 
the  bond  salesman  has  this  bill  in  mind. 
Very  truly  yours, 

Roger  W.  Babson, 

President, 
Babson 'a  Statistical  Organization, 

Wellesley  Hills,  Mass. 
Gentlemen : — 

I  take  the  liberty  of  asking  your  advice  in  regard 
to  a  proposed  exchange  of  bonds  belonging  to  an 
estate  of  which  I  am  trustee, 

Referring  to  eariier  statement,  I  informed  you 

that  the  estate  holds  4%  bonds  of  the 

Railroad   Company.     We  are  asked  to  exchai^e 

these  at  the  present  time  for Telephone 

Company  Collateral  Trust  4%  bonds,  through  the 
house  of  ,  who  claim  that  these  tele- 
phone bonds  are  legal  for  Massachusetts  Savings 
Banks,  and  exchange  can  be  made  with  about  6% 
margin  in  our  favor. 

Where  such  a  margin  is  offered  I  understand 
there  must  be  a  reason  for  it;  but  am  unable  to 
find  any  unfavorable  expression  in  regard  to  the 
Telephone  Company.  Kindly  let  me  know  if  you 
recommend  this  exchange,  which  as  you  will  notice 
carries  the  same  rate  of  interest  in  both  cases. 
Thanking  you  for  an  early  reply,  I  remain, 
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Reply 

Dear  Sir: — 

Your  favor  of  the  17th  received,  and  will  state 

that  the    Telephone  Collateral  Truat 

4's  should  be  absolutely  good,  and  you  are  fully 
justified  in  making  the  change  although,  owing  to 
the  different  maturities,  there  is  not  so  much  dif- 
ference in  the  ultunate  yield  of  the  two  bonds  as 
you  would  naturally  think. 

Another  reason  why  the  telephone  bonds  sell  for 
less  money  is  because  there  are  many  more  of  them 

on  the  market  than  there  are  of  the 

railroad  bonds;  mor^^t  additional  telephone 
bonds  will  probably  be  ^^B  within  a  short  time. 

The  bond  house  whic^^u  mention,  however,  is 
absolutely  honorable  and  if  the  Boston  office  adviaea 
this  by  letter,  you  had  better  follow  their  advice. 
Very  truly  yours, 

Roger  W.  Babson, 

PresiderU. 

Advice  from  Banks 
Of  course,  from  this,  one  must  not  think  that 
many  bond  dealers  or  brokerage  houses  rei^ort  to 
unscrupulous  practices.  There  is  probably  no  class 
of  business  which  is  operated  by  men  with  a  higher 
standard  of  integrity  than  the  bond  business.  Not 
only  are  these  interested  in  the  sale  of  investment 
securities,  but  they  are  doing  splendid  work  in  aid- 
the  average  man  to  systematically  save  and 
provide  for  his  later  years.  It  would  be  hard  to 
igive  the  best  rule  to  follow  in  distir^uishing  b&- 
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twecn  honest  and  dishonest  fimiH,  exceptuig  perhaps 
the  one  to  inquire  of  the  local  bank. 

Therefore,  when  approached  to  make  an  exchange 
of  Becurittes  by  a  house  or  individual  of  whose 
integrity  an  investor  is  not  absolutely  certain,  it  is 
well  to  make  inquiries  of  the  local  banks.  If  the 
bank  advises  the  exchange  it  is  usually  well  to  fol- 
low their  advice;  otherwise  it  is  best  either  not  to 
make  the  exchange  or  else  to  tell  the  firm  or  indi- 
vidual that  no  change  is  desired,  but  cash  will  be 
considered.  After  getting  the  cash  offer,  the  in- 
vestor can  then  have  the  local  bank  obtain  bids 
from  two  or  three  other  sources  and  sell  to  the  high- 
est bidder.  After  receiving  this  cash,  he  can  wait 
until  fundamental  business  conditions  indicate  that 
prices  are  at  their  lowest  point  and  then  conserva- 
tively invest  it  as  he  would  his  original  savings 
in  well  known  high  grade,  seasoned  securities. 
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CHAPTER  XVII 

DEFAULTED  BONDS 

AN  investor  should  not  expect  more  than 
4|%  on  an  investment,  unless  he  renders 
some  distinct  service  other  than  simply 
loaning  the  money.  The  simplest  way  for  the  in- 
vestor to  attempt  to  obtain  more  than  this  normal 
rate  of  interest  is  by  assuming  some  risk,  and  there- 
fore, the  greater  the  risk  the  greater  the  reward  for 
the  lucky  ones.  For  this  reason,  6%  bonds  and 
7%  preferred  stocks  are  offered  to  investors  at 
about  par.  In  such  cases,  the  investor  is  receiving 
about  4J%  for  the  legitimate  use  of  his  money, 
the  same  aa  he  would  receive  on  an  investment 
which  is  absolutely  safe,  and  is  given  in  addition 
the  balance  of  from  lj%  to  2^%  for  the  risk  he 
is  taking  in  buying  unseasoned  or  mmiarketable 
securities.  Able  bankers,  however,  do  not  believe 
in  the  investor  attempting  to  obtain  a  high  rate  of 
interest  by  assimiing  any  amount  of  risk,  and  they 
claim  it  is  a  great  mistake  for  the  investor  to  at- 
tempt to  obtain  a  high  rate  of  interest  by  buyii^ 
such  unseasoned  bonds  and  preferred  stocks. 

The  real  legitimate  method  of  obtaining  more 

l^an  4^%  with  safety  is  by  making  a  systematic 

■atudy  of  investments  and  purchasing  only  during 

lies  and  other  periods  of  business  distress  when 

loney  is  in  great  demand  and  securities  are  beiiyi; 

lid  at  a  discount.     A  man  who  buys  during   a 
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panic  performs  a  distinct  aervice,  and  should  re- 
CBve  a  profit  for  said  service  in  addition  to  a  nor- 
mal rate  of  interest.  In  other  words,  the  investor 
should  either  be  satisfied  with  about  4}%,  or 
else  he  should  study  fundamental  conditions  and 
confine  his  investing  only  to  times  of  panic,  which 
occur  only  about  once  in  two  or  three  years. 

How  Service  Can  Otherwise  Be  Rendered 
There  is,  however,  one  additional  method  by 
which  an  investor  may  be  morally  entitled  to  a 
higher  rate  of  interest,  and  this  is  in  connection 
with  the  purchase  of  defaulted  bonds.  As  the 
readers  know,  about  3%  of  the  corporation  bond 
issues  which  are  offered  to  the  public,  default;  that 
is,  the  corporations  issuing  them  are  unable  to  pay 
the  interest  thereon  at  some  period.  Sometimes 
this  default  occurs  within  a  year  or  two  from  the 
time  they  are  issued,  and  in  other  instances  not  for 
several  years.  Usually,  the  default  comes  within 
the  first  five  years,  and  it  is  owing  to  this  fact  that 
"seasoned"  bonds  are  recommended,  meaning  bonds 
which  have  been  issued  and  the  interest  regularly 
paid  thereon  for  over  five  years. 

When  there  is  a  default  in  the  interest  on  bonds, 
the  stock,  theoretically,  is  of  no  value,  and  legally, 
the  stockholders  should  lose  everything  before  there 
is  a  default  in  the  bond  interest.  .  Unfortunately, 
owing  to  the  fact  that  so  many  lawyers  devote 
their  energies  to  the  miscarriage  of  justice  rather 
than  to  the  execution  of  justice,  this  usually  is  not 
the  case.     For  an  illustration,  it  may  be  assumed 
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that  certain  bonds  have  defaulted,  the  stockholders 
have  become  tu*ed  of  paymg  additional  money  and 
relinquished  control  of  the  property,  deciding  either 
to  take  a  total  loss  or  else  be  satisfied  with  what 
the  bondholders  decide  to  do,  after  the  bondholders 
have  satisfied  their  own  claims.  Simultaneously 
with  the  stockholders  relinquishing  their  claim  in 
the  corporation,  the  bondholders  assume  control; 
when  bonds  are  in  default,  it  may  logically  be  as- 
sumed that  the  bondholders  are  controlling  the 
property. 

Trust  Company  Receipts 

If  all  the  bonds  of  a  corporation  in  default  should 
be  owned  by  one  man,  it  would  be  necessary  simply 
for  this  one  man  to  assume  control  of  the  corpora- 
tion,  the  same  as  the  mortgagee  takes  possession 
of  a  house  upon  which  he  holds  a  mortgage,  when 
the  interest  is  in  default.  In  practice,  however,  a 
bond  issue  of  a  given  corporation  is  scattered  among 
hundreds  and  perhaps  thousands  of  individuals 
located  in  different  parts  of  the  world. 

Thus,  it  is  necessary  for  some  of  the  larger  holders 
to  unite  and  form  a  committee  of  about  five  persons 
who  stand  well  in  the  community  and  are  known  to 
be  men  of  ability  and  integrity.  Such  a  conmiittee 
usually  works  in  harmony  with  the  trust  company 
which  is  trustee  for  the  mortgage,  for  when  bonds 
are  originally  issued,  it  is  necessary  for  a  trust 
company  acting  as  a  third  party  to  stand  between 
the  corporation  and  these  hundreds  of  different 
bondholders.     Therefore,  in  the  case  of  nearly  all 
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defaulted  bonds,  the  bondholders'  interests  are  rep- 
resented by  a  committee  composed  of  the  lai^est 
bondholder  or  else  their  representatives. 

In  order  that  their  action  may  be  as  unanimous 
as  possible,  this  committee  asks  for  a  deposit  of  all 
the  bonds  of  the  issue,  and  the  small  investors  with 
only  one  bond  are  therefore  ui'ged  to  deposit  with 
the  committee  in  order  that  the  committee  may 
represent  all  the  bonds  of  the  issue.  Such  a  com- 
mittee usually  assumes  no  liabihty,  but  accepts  the 
deposit  of  these  bonds  under  a  "trust  agreement" 
or  "deposit  agreement"  as  it  is  usually  called, 
which  shows  just  what  rights  the  bondholders  still 
hold,  what  the  committee  is  to  attempt  to  do,  and 
what  position  the  trust  company  assumes  in  the 
matter.  "Trust  Company"  is  here  mentioned  be- 
cause the  committee  as  individuals  will  not  assume 
the  responsibihty  of  holding  all  of  these  bonds,  but 
insists  that  some  trust  company  shall  be  the  depos- 
itory. Usually,  the  same  trust  company  is  selected 
as  depository  as  is  the  trustee  for  the  company,  but 
this  is  not  a  necessity. 

It  will  therefore  be  seen  that  the  four  parties  to 
a  defaulted  bond  issue  are:  first,  the  corporation 
which  for  practical  purposes  need  not  be  con- 
sidered; second,  the  bondholders  who  have  money 
invested;  third,  the  bondholders'  committee  which 
is  supposed  to  be  protecting  the  bondholders,  and 
fourth,  the  trust  company  which  holds  the  bonds 
or  which  stands  between  the  bondholders  and  the 
bondholders'  committee.  (Of  course,  if  this  trust 
company  is  a  different  one  from  the  trust  company 
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which  is  trustee  for  the  mortgage,  there  are  five 
parties,  for  in  such  a  case  there  would  be  two  trust 
companies  interested  in  the  reorganization.) 

When  a  bondholder  deposits  his  bonds  with  the 
trust  company  for  the  benefit  of  the  committee, 
such  a  bondholder  wishes  some  receipt,  and  there- 
fore the  trust  company,  on  behalf  of  the  committee, 
issues  a  receipt,  and  the  following  is  a  typical  ex- 
ample thereof: 

CERTIFICATE  OF  DEPOSIT 
No.  $ 

of  

Face  Value 
of  Bonds. 

RAILROAD  COMPANY 

First  Mortgage  Refunding  4%  Gold  Bonds 

issued  under  the  Mortgage  dated  April  1,  1901,  to  the 

Trust  Company  of  the  City  of  New  York  as  Trustee,  with 
coupon  due  July  1,  1910,  and  all  subsequent  coupons  thereto 
attached,  deposited  under  an  Agreement  dated  May  4,  1910. 
between   depositors  of  the   above   mentioned   Bonds  ana 

, , , ,  and ,  the 

Committee  named  in  said  Agreement 

The Trust  Company  of 

New  York,  as  Depository, 

hereby  certified  that  it  has  received  from  First 

Mortgage  Refunding  4%  Gold  Bonds  of Railroad 

Company  at  the  par  value  of 

dollars 

with  coupons  thereto  attached  as  above  stated;  said  Bonds 
have  been  deposited  subject  to  the  terms  and  conditions  of 
the  above  mentioned  Agreement  dated  May  4,  1910.  The 
holder  thereof  by  receiving  this  certificate  consents  to  and 
is  bound  by  the  provisions  of  said  Agreement,  and  is  entitled 
to  receive  all  of  the  securities,  benefits  and  advantages  to 
which  the  depositor  is  or  may  become  entitled  pursuant  to 
the  conditions  of  said  Agreement;  or  the  said  Bonds  so 
deposited  together  with  the  coupons  thereto  attached  may 
be  returned  to  or  withdrawn  by  the  holder  thereof  in  accord- 
ance with  the  terms  and  provisions  of  said  Agreement  upon 
presentation  and  surrender  of  this  certificate  duly  endorsed. 
This  certificate  is  transferable  only  on  the  books  kept  for 
the  purpose  at  the  office  of  the Trust  Company  of 
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New  YoT^  upon  mirrender  of  this  certificate  duly  eudoraed 
and  thereupcKt  a  new  certificate  will  be  issued  to  the  trana- 
foee  in  excuaoge  therefor. 

THE TRUST  COMPANY  OF  NEW  YORK, 

Depodtoiy, 

New  York,  by 

Vice  Pres. 

This  receipt  is  especially  mentioned  because, 
when  purchasing  a  defaulted  bond,  the  investor 
usually  does  not  purchase  a  bond  but  rather  one  of 
these  receipts.  Therefore,  theoretically  the  receipts 
for  defaulted  bonds  are  being  considered  in  this 
chapter  rather  than  defaulted  bonds  proper. 

Why  These  Receipts  Usually  SeU 
Below  Their  Value 

As  above  su^ested  it  is  often  the  case  that  an 
Investor  may  render  a  service  by  purchasing  these 
receipts.  This  should  entitle  the  investor  to  a  profit 
in  addition  to  the  interest  on  his  money  and,  if  this 
is  the  case,  there  must  be  some  reason  therefor. 
Briefly,  the  reason  why  this  is  possible  is  because 
the  ordinary  individual  does  not  like  to  hold  these 
receipts,  and  consequently  disposes  of  them  for  less 
than  their  intrinsic  value.  There  are  various  rea- 
sons why  the  average  investor  prefers  to  take  a  loss 
on  defaulted  securities  rather  than  to  hold  the 
receipts,  and  among  these  reasons  are  the  follow- 
ing: 

(1)  Such  receipts  do  not  carry  interest  in  the 
ordinary  sense  of  the  word.  Until  a  liond  defaults 
it  is  sold  "with  interest."     That  is  to  say,  if  you 
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purchase  on  April  1,  a  $1,000  4%  bond,  with  in- 
terest payable  January  and  July  1,  at  101,  you  will 
pay  $1,010  for  the  face  of  the  bond  and  in  addition 
three  months'  accrued  interest  at  4%,  which  will  be 
$10,  making  $1,020  in  all.  If,  however,  this  bond 
should  default,  it  would  no  longer  be  sold  ''and 
interest."  Thus  so  long  as  one  holds  such  a  de- 
faulted bond,  or  the  receipt  issued  therefor,  he 
apparently  is  losing  interest.  In  other  words, 
assume  that  the  above  mentioned  4%  bond  should 
default  and  the  price  drop  to  80  and  continue  at 
this  figure.  After  this  happened,  if  one  should 
,  desire  to  sell  the  bond  or  purchase  more,  it  would 
make  no  difference  what  month  he  purchased  it  or 
sold  it,  there  would  be  no  accrued  interest  to  pay, 
the  total  amount  being  simply  $800  "flat." 

As  the  money  is  worth  at  least  4%,  it  is  apparent 
that  the  holder  of  a  $1,000  defaulted  bond  is  losing 
at  least  $40  or  4%  every  year  that  he  holds  it. 
Whether  or  not  this  is  true,  it  is  apparent  that  if 
the  price  of  these  certificates  is  to  remain  fixed  at 
said  80  for  two  or  three  years,  while  the  property 
is  being  reorganized,  it  certainly  would  be  advis- 
able for  the  holder  to  sell  his  certificate  immediately 
after  default  and  then  buy  them  in  again  shortly 
before  the  reorganization  plans  are  announced.  He 
then  could  have  his  money  on  deposit  in  some  bank 
in  the  meantime  and  draw  his  4%  interest,  thus 
saving  4%  a  year.  Of  course,  as  will  be  shown 
later,  it  does  not  always  work  out  this  way;  but  in 
many  instances  it  does,  and  in  all  instances  the 
holder  of  a  receipt  is  obliged  to  forego  receiving 
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the  interest  each  six  months,  which  may  be  a  bard- 
ship  for  many  and  makes  these  receipts  unpopular. 
(2)  Another  reason  why  the  average  investor 
does  not  like  to  hold  receipts  for  defaulted  bonds  is 
the  fact  that  in  many  reorganizations  an  a^ess- 
ment  is  called  for.  This  usually  is  because  when 
the  bondholders  are  obliged  to  take  over  the  opera- 
tion of  a  corporation,  they  find  the  treasury  devoid 
of  working  capital.  As  working  capital  is  abso- 
lutely necessary,  the  bondholders  through  receivers 
who  represent  them,  apply  to  the  comi  for  per- 
mission to  issue  receiver's  certificates,  in  order 
to  raise  money  for  necessary  working  capital,  re- 
pairs, etc. 

Receivers'  Certificates 

Receivers'  certificates  are  classed  among  the  very 
best  of  investments,  combining  as  they  usually  do 
absolute  security,  a  short  time  maturity  and  a  fair 
rate  of  interest,  yet  they  are  dreaded  by  bond- 
holders. The  reason  for  this  is  because  receivers' 
certificates  take  precedence  over  bond  issues  and 
must  be  paid  before  the  bondholders  receive  any- 
thing for  themselves.  In  order  to  pay  these  certifi- 
cates, the  money  can  usually  be  raised  only  through 
an  assessment.  Of  course,  these  assessments  are 
usually  levied  on  the  stockholders  if  possible,  the 
bondholders  saying  to  the  stockholders:  "If  you 
will  pay  these  certificates  and  furnish  additional 
money  to  put  the  company  on  a  sound  financial 
basis,  we  will  continue  to  hold  our  bonds  and  will 
return  to  you  the  control  of  the  company."     In 
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such  a  case,  although  the  old  stock  is  entirely 
wiped  out,  yet  new  stock  is  given  to  the  stock- 
holders who  will  bear  their  proportion  of  the 
assessment. 

Unfortunately,  there  are  many  instances  when 
the  stockholders  will  not  pay  this  assessment  and 
prefer  to  take  a  total  loss  than  to  bother  with  the 
corporation  any  further.  In  such  a  case  the  bond- 
holders are  obliged  to  assess  themselves.  This  is 
usually  done  by  wiping  out  the  old  bond  issue  and 
giving  new  bonds  to  such  bondholders  as  will  help 
on  the  assessment.  A  small  proportion  of  bonds, 
preferred  stock,  or  some  other  security  may  be  given 
to  such  bondholders  who  will  not  help  on  the  assess- 
ment. Consequently,  the  investors  purchasing 
receipts  for  defaulted  bonds  must  always  be  pre- 
pared to  pay  an  assessment  if  the  same  is  necessary. 
Certainly,  unless  one  is  willing  to  pay  an  assess- 
ment and  obtain  all  the  advantages  of  the  reorgan- 
ization, he  is  surely  apt  to  make  a  loss.  Nobody 
likes  to  pay  an  assessment.  Consequently,  this 
fear  is  another  reason  why  defaulted  bonds  are 
unpopular  and  usually  sell  below  their  intrinsic 
value. 

(3)  These  receipts  are  usually  not  payable  to 
bearer  and  must  be  forwarded  to  the  trust  company 
for  transfer  whenever  they  are  bought  or  sold.  In 
the  instance  of  certain  receipts  listed  on  the  New 
York  Stock  Exchange,  this  is  not  the  case  as  such 
receipts  are  often  payable  to  bearer;  but  very  few 
are  listed  on  any  exchange.  Although  this  is  really 
no  objection  and  is  no  more  of  an  inconvenience 
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than  the  transferring  of  stock,  yet  for  some  reason 
or  other  people  do  not  like  to  hold  these  receipts 
which  are  not  payable  to  bearer.  Possibly  they 
do  not  care  to  have  it  known  that  they  are  holders 
of  defaulted  bonds;  but  whatever  the  reason,  there 
is  a  prejudice  among  investors  against  these  re- 
ceipts. They  are  also  rather  unsatisfactory  col- 
lateral. Owing  to  the  possibility  of  assessment 
and  the  non-payment  of  interest,  banks  prefer  not 
to  loan  upon  them.  This  tends  to  prevent  specu- 
lation in  the  receipts  and  greatly  limits  their  market. 
Unfortunately,  speculation  tends  to  increase  prices 
rather  than  to  lower  them.  Consequently,  a  secu- 
rity which  is  not  put  up  for  speculative  purposes 
often  sells  for  less  than  its  intrinsic  value. 

(4)  There  is  also  another  reason  why  this  is  so, 
namely;  that  it  is  much  more  difficult  to  obtain 
information  relative  to  companies  in  hands  of  re- 
ceivers than  in  the  case  with  going  concerns.  The 
bondholders'  committees  usually  operate  on  the 
"star  chamber"  principle  and  are  very  loath  to  give 
the  bondholders  information  which  is  their  due. 
This  is  absolutely  wrong,  for  certainly  the  members 
of  a  bondholders'  committee  are  purely  the  servants 
of  the  holders  of  bonds  deposited  therewith,  and  it 
seems  absolutely  wrong  that  the  committee  mem- 
bers should  be  so  secretive.  Of  course,  there  may 
be  instances  where  for  special  reasons  their  work 
must  be  strictly  confidential;  but  in  the  majority 
of  instances,  an  entirely  different  reason  is  often 
at  the  bottom  of  this  secretiveness.  This  reason 
may  often  be  attributed  to  the  fact  that  the  mem- 


DEFAULTED  BONDS  301 

bers  of  the  bondholders'  committee  and  their  spe- 
cial friends  wish  to  take  advantage,  for  persona! 
profit,  of  their  inside  information. 

There  is  no  doubt  that  there  have  been  many  in- 
stances where  the  bondholders'  committee  have 
gone  about  with  long  faces  and  pessimistic  talk, 
depressing  the  price  of  the  bonds  in  order  that  they 
might  pick  them  up  at  low  prices  for  their  personal 
profit.  On  the  other  hand,  there  are  instances 
when  they  have  found  that  it  was  impossible  to 
work  out  a  satisfactory  and  profitable  reorganiza^ 
tion,  where  these  conmiittees  have  given  out  rosy 
interviews  and  have  quietly  disposed  of  their  own 
bonds  before  announcing  tlieir  decision.  There- 
fore, these  acts  of  bondholders'  committees  and 
especially  their  secret  iveness  have  been  potent 
factors  in  causing  defaulted  securities  to  sell  below 
their  intrinsic  value. 

There  are  also  other  reasons  why  these  receipts 
are  not  popular,  some  of  these  reasons  being  real, 
although  psychological.  For  instance,  very  few 
securities  are  considered  at  the  fair  average  intrin- 
sic value.  It  is  human  nature  either  to  be  hopeful 
or  to  be  fearful.  Consequently,  most  securities 
are  purchased  with  the  hope  of  increased  prosperity, 
or  else  are  sold  for  fear  of  disaster.  We  are  loath 
to  calmly  consider  a  proposition  on  its  merits,  and 
either  we  are  enthusiastic  on  its  merits,  or  pessi- 
mistic. As  long  as  a  bond  pays  interest  regiUarly, 
we  all  tend  to  talk  enthusiastically  and  think  well 
of  it;  but  as  soon  as  it  defaults,  we  all  tend  to  be- 
come pessimistic  and  thirdt  evil  of  it. 


302  BONDS  AND  STOCKS 

The  Advantages  of  Defaulted  Bonds 
Nevertheless,  the  saying  that  every  cloud  has  a 
silver  lining  applies  to  defaulted  bonds  and  the 
receipts  issued  therefor.  The  very  fact  that  the 
various  disadvantages  above  mentioned  cause  the 
bonds  to  sell  below  their  intrinsic  value  often  make 
such  bonds  and  their  receipts  attractive  to  in- 
vestors who  have  courage  and  individuality.  Some 
of  these  advantages  may  be  briefly  summarized  aa 
follows: — 

(1)  Take  the  question  of  interest,  for  instance. 
Although  no  interest  is  regularly  paid  upon  such 
receipts,  yet  if  the  property  is  good  for  anything 
more  than  the  face  value  of  the  bonds,  the  bond- 
holders can  collect  this  interest  at  the  time  of  the 
reorganization.  For  instance:  there  is  an  issue 
upon  which  no  interest  has  been  p^d  for  four 
years;  but  it  is  an  underlying  lien  to  two  junior 
issues,  and  when  the  reorganization  is  finally  com- 
pleted, either  the  stockholders  or  the  holders  of 
these  junior  issues  will  be  compelled  to  raise  the 
money  to  pay  the  face  value  of  these  first  mortgage 
bonds  in  full,  plus  interest.  Therefore,  if  one  has 
a  well-secured  first  mortgt^e  bond,  he  is  ultimately 
sure  of  his  interest,  although  he  may  be  obliged  to 
wait  two  or  three  years.  On  the  other  hand,  in 
order  that  this  statement  may  not  be  misunder- 
stood, it  may  be  said  that  this  can  be  counted  upon 
with  certainty  only  in  the  case  of  well-secured 
underlying  issues. 

(2)  As  stated  above,  one  of  the  objections  to 
these  receipts  is  that  the  holders  thereof  are  liable 
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to  assessment.  The  fact  that  these  assessments  are 
so  unpopular  makes  it  necessary  to  give  an  exceed- 
ingly liberal  inducement  to  holders  in  order  that 
the  assessment  may  be  paid.  The  result  of  this  is 
that  these  investors  who  have  the  courage  to  pay 
the  assessment  are  handsomely  rewarded  therefor. 
The  shrewdest  investors  are  continually  seeking 
opportunities  for  the  payment  of  assessments, 
knowing  that  in  no  other  way  is  it  possible  to 
obtain  so  much  for  one's  money.  Moreover,  in  the 
case  of  underlying  bonds  and  other  bonds  well 
secured,  it  is  usually  unnecessary  even  to  pay  this 
assessment.  If  the  committee  representing  the 
underlying  bonds  insist  on  its  rights,  it  usually 
forces  the  holders  of  the  junior  bonds  to  pay  an 
assessment;  while  if  the  holders  of  the  junior  bonds 
have  sufficient  "sand"  and  are  not  also  stockholders, 
they  can  usually  force  the  stockholders  to  pay  this 
assessment.  Therefore,  in  the  minds  of  the  ablest 
investors,  the  assessment  feature  is  no  disadvantage 
whatsoever. 

(3)  As  stated  above,  these  receipts  are  un- 
popular because  they  do  not  bear  interest,  because 
they  must  be  returned  to  the  trust  company  to  be 
transferred,  and  because  for  other  reasons,  they  are 
so  unlike  regular  bonds  upon  which  interest  is 
being  regularly  paid.  In  this  cormection  one  ques- 
tion may  be  asked,  namely:  Even  at  its  worst,  why 
is  the  receipt  of  a  defaulted  bond  any  worse  than 
a  certificate  for  a  non-dividend-paying  stock — 
eiifter  preferred  or  common?  Unwise  investors 
often  sell  receipts  for  defaulted  bonds  because  of 
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prejudice  and  then  inveat  the  same  money  in  non- 
dividend-paying  stocks.  There  is  no  advantage 
which  a  certificate  for  non-dividend-paying  stock 
has  over  a  receipt  for  a  defaulted  bond;  while  there 
are  many  advantages  that  the  receipt  for  a  de- 
faulted bond  has  over  the  certificate  for  a  stock 
which  is  not  yet  paying  a  dividend.  Therefore, 
the  facts  regarding  defaulted  bonds,  which  the 
ordinary  investor  considers  disadvantages  and 
which  cause  these  bonds  to  sell  below  this  intrinsic 
value,  are  in  many  cases  not  disadvantages  for  the 
man  with  independence,  courage,  patience,  and  who 
is  willing  to  make  a  study  of  investments. 

Great  Profits  in  Defaulted  Bond  Issues 
Thus  for  men  with  courage  and  independence, 
there  are  possibilities  of  great  profit  in  the  study- 
ing of  defaulted  bond  issues.  In  fact,  for  the  man 
who  is  willing  to  spend  money  in  obtainii^  en- 
gineers' reports,  legal  opinions  and  other  data, 
there  is  no  other  method  whereby  a  fortune  can  be 
amassed  so  quickly  and  legitimately  as  through  the 
purchase  of  defaulted  bond  issues.  Furthermore, 
thb  is  not  mere  opinion,  but  a  statement  to  which 
nearly  every  reorganization  bears  witness.  It 
makes  little  difference  whether  you  study  the  re- 
organization of  our  great  railroad  systems,  such  as 
the  Union  Pacific,  Northern  Pacific,  and  the  Atchi- 
son, where  the  securities  which  were  received  for  a 
$10  assessment  were  later  worth  $100  to  S200, 
or  whether  you  consider  the  reorganization  of  our 
great  industrials  like  the  General  Electric,  which 
has  been  a  gold  mine  ever  since  the  readjustment  of 
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its  capitalization  in  the  90's.  Study  the  traction 
lines,  electric  light  plants,  and  all  public  utilities 
which  have  been  reorganized.  It  would  be  hard,  if 
not  .impossible,  to  find  a  single  instance  where  the 
holder  of  an  underlying  bond  who  has  stayed  by 
the  reorganization  is  not  as  well  or  better  ofif  today. 
Of  course,  this  does  not  apply  to  holders  of  stock — 
either  preferred  or  common.  It  does  not  always 
apply  to  holders  of  junior  liens,  but  it  should  be 
remembered  that  underlying  liens  are  the  most 
advisable  to  purchase. 

The  writer  repeats  that  the  intelligent  purchase 
of  well  secured,  defaulted  bonds  at  a  time  when 
the  holders  thereof  are  becoming  discouraged  offers 
a  great  opportunity  for  service  and  consequent 
profit.  Of  course,  this  service  must  be  performed 
with  intelligence  and  be  based  on  fact,  and  not  on 
either  optimistic  or  pessimistic  brokers'  rumors. 
When  an  investor  is  assured  of  the  facts  and  pur- 
chases on  the  honest  advice  of  one  who  has  made 
a  thorough  and  impartial  study  of  the  situation, 
he  has  a  real  opportunity  of  using  his  money  in  the 
performance  of  a  real  service.  This  service  con- 
sists of  purchasing  these  bonds  when  the  holders 
thereof  are  discouraged,  panic  stricken  and  fearful 
of  assessments,  disaster  or  total  loss.  This  is  a 
time  when  the  able,  independent  investor  can 
perform  a  real  service  by  stepping  into  the  breach 
and  checking  the  "panic''  in  said  securities  and  for 
this  real  service  he  usually  will,  when  the  reorgan- 
ization is  completed,  be  paid  a  handsome  profit 
in  addition  to  a  fair  rate  of  interest  on  the  money 
which  he  has  invested. 
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CHAPTER  XVIII 

COPPER  STOCKS 

ALTHOUGH  today  Boston  is  not  exactly 
the  home  of  all  coppers,  yet  it  was  until  a 
few  years  ago,  and  is  still  to  a  limited 
extent.  As  our  Pacific  railroads  were  originally 
financed  from  Boston,  so  has  the  lai^e  copper  in- 
dustry of  our  nation  been  financed  from  the  same 
city.  On  the  other  hand,  as  Boston  has  now  lost 
her  grip  on  the  transcontinental  situation,  it  having 
passed  to  New  York  in  conjunction  with  the  great 
telephone  industry,  so  the  new  copper  properties 
are  now  being  financed  from  New  York  rather 
than  from  Boston. 

The  transcontinentals  were  financed  from  Boston 
because  that  was  the  investing  center  of  the  coun- 
try fifty  years  ago,  and  whether  railroad  bonds  or 
government  bonds  were  to  be  sold,  they  were  first 
offered  to  New  England  people  through  established 
Boston  firms.  The  telephone  industry  was  started 
in  Boston  probably  because  Mr.  Bell,  the  inventor, 
was  a  New  England  man.  The  first  telephone 
company  was  organized  in  a  little  office  in  Boston. 
The  huge  profits  made  by  these  early  investors  in 
telephone  stocks  were  sufficient  to  cause  them  to 
bold  the  industry  for  many  years  and  continue  to 
raise  funds  for  its  great  expansion  until  it  became 
so  tremendously  large  that  it  was  of  necessity  a 
national  rather  than  a  New  England  enterprise. 
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In  the  same  way,  the  copper  industry  took  root 
in  Boston  probably  on  account  of  the  great  success 
of  the  Calumet  &  Hecla  mine.  This  was  one  of  the 
early  Lake  properties,  capitalized  at  a  par  value  of 
$25  a  share,  and  originally  sold  to  investors  for 
considerably  less.  As  it  happened,  many  Boston 
investors  bought  this  stock  at  from  $10  to  $25  a 
share,  from  which  price  it  gradually  soared  to 
$1,000  a  share  and  for  a  considerable  time  has  sold 
for  from  $400  to  $800.  When  one  realizes  that  a 
person  who  invested  only  $10,000  in  this  stock  at 
$10  a  share  could  have  sold  out  a  few  years  ago  for 
$1,000,000  in  cash,  and  that  on  these  1,000  shares, 
bought  at  $10  a  share,  he  some  years  received  a 
dividend  of  $100,000  (or  400%),  is  there  any 
wonder  that  coppers  should  have  become  a  favorite 
investment  for  Boston  people? 

Unfortunately,  however,  there  has  been  only  one 
"Calumet  &  Hecla,"  and  although  Boston  people 
have  made  millions  and  millions  of  dollars  from 
the  Calumet  &  Hecla  stock,  yet  many  of  them  have 
probably  lost  in  other  mines  and  therefore  are  no 
better  oflf  today  than  if  they  had  never  invested  in 
the  famous  Hecla  Mine.  This,  therefore,  brings  us 
to  the  main  point  to  be  emphasized,  which  is:  TO 
INVEST  IN  ONE  OR  TWO  COPPER  MINES 
IS  ONE  OF  THE  RANKEST  KINDS  OF 
SPECULATION  AND  SOMETHING  THAT 
SHOULD  BE  SHUNNED  BY  EVERY  IN- 
VESTOR. Only  as  one  invests  in  several  produc- 
ing mines  does  his  purchase  more  nearly  approach 
an  investment,  and  the  speculative  element  become 
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gradually  reduced.  At  the  same  time,  however, 
the  possibility  of  profit  decreases  as  the  possibility 
of  loss  decreases,  and  finally,  the  investor  is  no 
better  off  than  if  he  should  confine  his  purchases  to 
established  dividend-paying,  railroad  stocks  which 
he  could  buy  without  any  trouble  and  worry. 

Four  Classes  of  Stocks 
It  is  well,  however,  for  the  investor  to  under- 
stand the  different  kinds  of  copper  stocks,  for  there 
is  a  vast  difference  in  those  beir^  offered.  There 
are  good  copper  stocks,  poor  copper  stocks,  medium 
copper  stocks  and  copper  stocks  which  are  a  dis- 
grace for  any  one  to  own.  Briefly  these  may  be 
divided  as  follows,  but  changes  constantly  occur, 

1.  Producers  ajid  dividend  payers. 

This  class  includes  such  stocks  as  Calumet  & 
Hecla,  Amalgamated,  Anaconda,  Chi  no  Copper, 
Calumet  &  Arizona,  Nevada  Consolidated,  Old 
Dominion,  Utah  Copper,  etc.  These  are  all  estab- 
lished mines  which  are  not  only  producers,  but  are 
producing  a  sufficient  profit  so  that  dividends  may 
be  paid  on  the  stock,  and  they  are  the  only  kind  of 
stocks  which  conservative  bankers  ever  recommend. 

2.  Producers  and  rum-dividend  payers. 

There  is  a  larger  number  of  these  than  of  the 
first  mentioned  class  and  the  following  are  a  few 
examples:  Braden,  Allouez,  Superior,  Centennial, 
Franklin,  and  Mason  Valley.  These  represent 
established    mines   which    are    producing    copper, 
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but  either  they  are  not  sufficiently  developed  or 
else  are  not  producing  the  copper  cheap  enough 
to  be  able  to  sell  it  for  a  profit.  It  would  not  be 
wise  to  state  that  these  stocks  should  never  be  pur- 
chased, as  at  any  time  something  may  be  found  to 
make  them  valuable,  and  if  the  price  of  copper 
sufficiently  increases,  many  producing  mines  not 
paying  a  dividend  at  the  present  time  would  then 
be  able  to  pay  one,  The  stocks  in  the  first  men- 
tioned class  are  practically  sure  of  some  profit,  as  it 
is  almost  beyond  probability  that  the  price  of  coji- 
per  will  for  many  years  be  less  than  what  it  costs 
these  mines  to  produce  it,  and  future  changes  in 
the  price  of  copper  wilt  simply  increase  or  decrease 
the  profit. 

In  the  caae  of  the  second  class  of  stocks,  how- 
ever, when  the  price  of  copper  is  low,  many  of  them 
make  no  profit  whatever,  whiuh  is  a  very  much 
more  serious  matter.  This  is  due  to  the  fact  that 
— strange  as  it  may  seem — it  is  more  expensive  to 
shut  down  a  mine  than  to  operate  it.  Consequently 
during  dull  times  there  are  many  miues  which  are 
being  operated  at  no  profit,  and  yet  are  becoming 
less  valuable  every  day  as  the  copper  is  removed 
therefrom.  This  again  brings  us  to  another  point 
which  should  be  emphasized,  namely,  that  the  divi- 
dends received  from  mines  are  not  real  earnings  cw 
are  the  dividends  received  from  a  railroad  or  industrial 
corporation,  but  these  copper  dividends  are  simply 
smaU  portions  of  the  principal,  which  are  gradur- 
aUy  being  returned  to  the  stockholder.  Therefore, 
it  is  very  much  better  to  purchase  only  the  very 
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best  mining  stocks  in  order  that  some  dividend  may 
be  received  as  long  as  the  mine  is  being  operated, 
whatever  the  price  of  the  metal, 

3.     Those  known  as  "Developments." 

These  are  stocks  of  companies  which  are  sure  to 
become  producers  and  which  all  hope  will  some  day- 
be  dividend  payers,  but  are  not  yet  sufficiently 
opened  for  actual  production.  In  some  cases,  the 
underground  workings  are  complete,  but  the  com- 
pany is  waiting  for  the  completion  of  a  smelter,  or 
for  the  completion  of  a  railroad,  or  some  other 
amilar  adjunct  to  the  property.  Such  companies 
are  approachii^  production  but  are  not  yet  real 
producers  and  may  or  may  never  be  dividend  pay- 
ers. However,  it  is  known  that  such  companies  have 
vast  quantities  of  copper  and  i(  is  only  a  question 
of  getting  out  this  copper  at  a  low  enough  cost. 

This  class  is  generally  known  on  the  street  as 
"comers,"  and  the  average  stock  broker  will  tell 
you  that  there  is  more  profit  in  buying  these  "com- 
ing properties"  than  there  is  in  buying  the  older 
and  better  known  properties.  It  is  probably  true 
that  there  are  greater  profits  to  be  made  in  stocks 
of  this  third  class;  but  it  also  is  very  true  that  there 
is  a  very  much  greater  opportunity  for  loss. 
Therefore,  stocks  of  the  first  or  second  above  men- 
tioned classes  are  preferable  to  those  of  this  third 
class,  except  in  special  instances.  Investors  will 
be  interested  in  noting  the  following  stocks  listed 
on  the  Boston  Stock  Exchange,  nearly  all  of  which 
come  under  these  three  classes: 
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Mining  Companies 

Adventure 

Old  Colony 

AUouez 

Dominion 

Arizona  Com. 

Osceola 

Calumet  &  Arizona 

Ca^Fe 

Calumet  &  Hecla 

Chino 

Shannon 

Copper  Range 
Daly-Wcat 

Shattvick-Arizona 

Franklin 

Tamarack 

Granby 

Trinity 

U.  S.  Smelting 

Mayflower 

Michigan 

Utah  Con. 

Mohawk 

Utah  Copper 

NipisBing 

Winona 

North  Butt^- 

Wolverine 

4.  The  fourth  class  is  known  as  "Prospects." 
In  moat  cases  the  assets  of  such  companies  con- 
sist mostly  of  land,  although  in  many  instancea 
considerable  development  work  has  been  done.  In 
no  case,  however,  "s  it  known  just  how  much  ore 
the  mine  contains  and  in  many  cases  it  is  not 
known  for  a  certainty  whether  or  not  there  is  any 
ore,  and  surely  it  is  not  known  how  much  it  will 
cost  to  mine  the  ore.  Usually  the  only  argument 
or  reason  the  owners  have  for  calling  the  prospect 
a  mine  is  that  the  property  is  near  some  land  which 
is  now  being  worked  as  a  mine.  Certainly  the  pur- 
chase of  such  stocks  is  pure  gambling.  Yet  today 
the  majority  of  mining  stocks  belong  to  this  fourth 
class.  It  is  simply  gambling  in  its  most  element- 
ary form  to  buy  stocks  in  this  group,  and  why  the 
United  States  government  will  permit  the  circula- 
tion of  advertisements  of  such  mining  stocks  and  at 
the  same  time  prohibit  the  mailing  of  lottery  tickets 
is  inexplainablp. 
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There  is  no  harm  for  any  man  to  buy  a  piece  of 
land  and  spend  money  in  ascertaining  whether 
or  not  it  contains  ore.  This  is  an  honorable  un- 
dertaMng  and  such  a  man  is  performing  a  distinct 
service  to  our  nation  in  endeavoring  to  discover 
its  wealth  and  provide  labor  for  our  people.  Such 
a  man,  however,  would  purchase  the  land  not 
on  the  basis  that  it  contained  ore,  but  on  a  proper 
basis  corresponding  to  the  risk  involved.  If  the 
land  contiuns  ore,  he  makes  a  handsome  profit 
which  he  deserves;  but  if  it  does  not  contwn  ore,  he 
simply  loses  the  money  which  he  spends  on  the 
development,  while  he  still  has  the  land  and  the 
experience. 

The  inexperienced  investor,  however,  who  pur- 
chases the  stock  of  a  company  owning  such  a  pros- 
pect, from  some  advertisement  in  a  newspaper, 
buys  it  on  the  assumption  that  the  land  contains 
ore.  He  is  assessed  further  for  development  work, 
and  if,  as  in  nineteen  cases  ont  of  twenty,  there 
is  no  ore,  his  savings  are  absolutely  lost.  The 
following  is  another  list  of  stocks  clipped  from  a 
Boston  paper,  some  of  which  are  probably  good,  but 
most  of  which  belong  to  this  fourth  class.  Con- 
sidering the  much  higher  prices  that  some  of  these 
stocks  were  originally  sold  for  it  is  figured  roughly 
that  at  these  present  prices  they  must  show  a  to- 
tal loss  to  the  purchasers  of  nearly  $100,000,000. 
Moreover,  most  of  the  purchasers  of  such  stocks 
are  poor  people  who  cannot  afford  to  lose  the 
money. 

The  following  table  of  stocks  listed  on  the  "Ros- 


COPPER  STOCKS  313 

ton  Curb*'  contains  many  belonging  to  this  Group 
Four: 

Boston  Curb  Stocks 

Ahmeek  Majestic 

Boston  Ely  McKinley-Cobalt 

Calveras  Mexican  Metals 

Corbin  Mines  Co.  of  America 

Davis  Daly  Nevada-Douglass 

First  National  Coppor  Nevada-Utah 

Goldfield  Cons.  Porcupine  Gold  Mining 

Kruger  Raven 

Lion  Hill  South  Lake 

La  Ro8(^  Yukon  Gold 

Four  Kinds  of  Mines 

As  there  are  four  classes  of  stocks,  there  are  also 
four  groups  of  mines,  although  there  is  absolutely 
no  relation  between  the  four  sub-divisions  first 
above  mentioned  and  the  four  now  about  to  be  out- 
lined. When  stocks  are  discussed  they  are  divided 
as  to  their  progress  and  record;  but  when  mines  are 
discussed  they  are  divided  as  to  the  kind  of  ore 
which  they  contain.  Briefly,  three  groups  are 
based  upon  three  varieties  of  copper  ore,  and  the 
fourth  group  might  be  entitled  ^^Miscellaneous.^' 
The  latter  group  will  not  be  described  here. 

1.     The  Lake  Group. 

The  kind  of  copper  to  be  discovered  first  was 
what  is  known  as  the  "native  lake^'  copper.  This 
has  been  found  in  great  quantities  around  Lake 
Superior,  especially  in  Michigan;  and  the  Calumet 
&  Hecla  is  the  best  illustration  of  this  kind  of  a 
mine.    The  copper  is  found  practically  in  a  raw 
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state,  almost  identically  as  it  later  appears  in  the 
form  of  manufactured  wire  or  on  the  bottom  of  a 
wash  boiler.  It  is  usually  neceaaary  only  to  break 
up  the  rock,  take  out  this  metal,  stamp  it  and  it  is 
ready  for  use.  This  is  the  form  of  copper  used  by 
the  Indians  hundreds  of  years  ago,  and  when  first- 
discovered,  the  mining  was  very  simple.  As  years 
have  gone  on,  however,  the  mining  has  become 
more  difficult,  it  being  necessary  to  go  to  great 
depths  in  order  to  find  the  metal.  Many  people 
believe  that  the  day  of  Lake  mining  is  nearly  over 
and  some  Boston  men  strongly  advise  against  the 
purchase  of  any  Lake  stocks.  Many  of  these  stocks 
have  declined  in  price,  such  as,  for  instance,  Tama- 
rack, which  at  one  time  was  considered  a  prosperous 
mine,  has  dropped  from  $363  to  S20  per  share. 
Calumet  &  Hecla  stock  which  once  sold  for  $1,000  a 
share  later  sold  for  $400.  Another  well  known 
"Lake"  stock  is  Copper  Range,  but  an  imfavorabie 
report  has  recently  come  out  even  on  this  property. 
What  the  real  facts  may  be  relative  to  these  Lake 
coppers  is  of  course  uncertain;  their  value,  how- 
ever, is  not  a  thing  of  the  past  by  any  means,  and 
many  of  them  have  a  long  and  profitable  future. 

2.     The  Butte  Group. 

The  second  step  in  the  development  of  the  copper 
industry  came  through  the  use  of  what  is  common- 
ly known  as  "sulphide  ores."  This  sulphide  group 
of  mines  is  centered  about  Butte,  Montana. 
Although  similar  mines  are  found  in  various  parts 
of  the  country,  including  Arizona,  yet  the  Butte 
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camp  leads  this  class  as  the  Michigan  mines  lead 
the  native-copper  group.  These  sulphide  ores  are 
found  in  veins;  but  the  novice  would  never  dream, 
from  looking  at  the  dull  ore,  that  it  contained  cop- 
per. To  get  this  copper  out  it  is  necessary  to  smelt 
the  ore,  or  subject  it  to  a  chemical  process.  The 
Amalgamated  mines  are  one  of  the  best  illustra- 
tions of  this  group,  but  there  are  several  examples 
of  good  paying  properties  being  operated  along 
these  lines.  In  fact,  the  bulk  of  the  production  of 
copper  probably  comes  today  from  this  character  of 
mining. 

3.     The  Porphyry  Group. 

This  third  group  is  known  as  the  "porphyry 
group."  For  many  years  it  has  been  known  that 
land  in  certain  parts  of  this  coimtry  contained  a 
small  percentage  of  copper;  but  until  recently  it 
has  never  been  thought  economically  possible  to 
extract  th-e  copper  because  only  such  a  very  small 
portion  of  ore  can  be  obtained  from  a  ton  of  mate- 
rial. Chemists  and  metallurgists  have  gradually 
perfected  the  process,  and  now  great  mountains  are 
being  torn  away  with  steam  shovels  and  the  copper 
extracted.  Probably  the  most  prominent  example 
in  this  country  today  of  a  mine  of  this  porphyry 
group  is  that  of  the  Utah  Copper  Company  located 
near  Salt  Lake  City.  Other  mines  such  as  Miami, 
Chino  and  Inspiration  are  being  developed  along 
this  same  line.  The  theoretical  production  of  such 
mines  is  tremendous;  but  their  appetite  is  so  great 
and  they  use  so  many  thousands  of  tons  of  material 
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each  day  that  it  is  questionable  whether  or  not  they 
will  be  very  long  lived.  ■■    - 

In  short,  it  was  the  developing  of  these  great 
|X)rphyry,  low-grade,  steam-shovel  propositionfl 
which  is  disturbing  the  copper  market  and  which 
in  the  past  has  caused  copper  to  fall  from 
twenty-four  cents  to  twelve  cents  per  pomid. 
Whether  the  success  of  these  porphyry  mines  will 
long  continue  is  a  question  that  only  the  future  can 
decide.  There  is  no  doubt  that  these  low  grade 
mines  are  producing  ore  today  and  are  producing 
it  very  cheaply,  the  Utah  Copper  Company's  re- 
ported cost  said  to  be  less  than  nine  cents  per 
pound;  but  because  they  or  any  other  company  can 
produce  copper  at  such  a  price  today  is  no  reason 
why  they  can  expect  to  do  so  ten  or  twenty  years 
hence.  However,  the  owners  of  porphyry  mines 
claim  that  the  Michigan  mines  will  be  abandoned 
in  twenty  years  and  that  native  copper  will  be  a 
thing  of  the  past;  while  the  owners  of  the  Michigan 
mines  claim  that  the  low  grade  porphyry  mines  will 
soon  be  exhausted  and  that  the  native  Lake  coppers 
will  be  mined  for  scores  of  years  to  come. 

Whichever  of  the  three  groups  are  longest  lived, 
this  discussion  certajnly  should  Ulustrate  to  the  in- 
vestor the  great  risk  there  is  in  all  copper  stocks; 
for,  when  doctors  disagree,  what  hope  is  there  tor 
the  poor  patient!  Of  course,  many  shrewd  Boston 
bankers  claim  that  an  investor  can  protect  himself 
by  purchasing  a  moderate  amount  of  each  of  the 
three  groups.  This  is  true,  provided  it  is  done  in 
conjunction  with  a  careful  study  of  fundamentf^ 
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business  conditions.  However,  it  must  not  be 
supposed  that  copper  stocks  or  any  mining  stocks 
can  be  purchased  as  good  railroad  stocks  can  be 
purchased,  locked  up  in  a  safe  deposit  box,  and 
forgotten;  but  rather  should  be  piu*chased  only  with 
the  idea  of  some  time  selling  again. 

4.     The  Miscellaneous  Group. 

This  brings  us  to  the  bottom  of  the  entire  ques- 
tion, namely,  when  an  investor  takes  a  dividend 
from  a  copper  or  other  mining  stock  it  is  like  tak- 
ing apples  out  of  a  barrel.  Although  the  average 
investor  thinks  that  he  is  spending  his  "dividend," 
he  is  in  reality  spending  his  principal.  For  this 
reason  mining  stocks  should  yield  about  nine  per 
cent  to  compare  favorably  with  a  railroad  stock 
yielding  five  per  cent.  When  the  investor  receives 
his  $9  a  year  on  an  investment  of  $100,  he  should 
religiously  set  aside  $4  for  a  sinking  fund  as  his 
original  investment  is  theoretically  worth  about 
this  much  less.  Of  course  some  few  companies  off- 
set this  great  shrinkage  by  purchasing  additional 
ore  lands,  or  buying  water  powers,  or  by  investing 
in  the  stocks  of  other  companies;  but  the  average 
company  does  not  do  this,  paying  out  as  they  go  all 
profits  for  dividends. 

This  chapter  has  not  entered  into  any  techni-  { 

calities,  and  in  fact  has  omitted  several  features, 
yet  certain  statements  connected  with  the  purchase 
of  copper  stocks  are  self-evident.  In  applying  these 
statements,  the  investor  may  use  the  following  four 
rules: 
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(1)  Purcliase  the  stocks  of  producing,  and  if 
possible,  dividend-paying  mines. 

(2)  Divide  the  investment  equally  among  the 
mines  of  the  above  mentioned  groups. 

(3)  Insist  upon  a  yield  which  will  provide  for 
laying  aside  each  year  a  proper  proportion  of  the 
dividends  for  a  sinking  fund,  or  else  purchase  the 
stocks  only  of  companies  which,  of  themselves,  set 
aside  a  proper  proportion  of  their  earnings  for  the 
acquirement  of  additional  property. 

(4)  Purchase  stocks  when  the  price  of  copper 
is  at  or  near  its  lowest  point.  Of  coui'se,  to  decide 
this  latter  question  one  should  be  thoroughly  famil- 
iar with  business  conditions  and  much  more  of  a 
student  than  is  the  ordinary  investor.  The  an- 
nexed chart  clearly  shows  both  the  price  and  pro- 
duction of  copper  during  the  last  thirty-five  years, 
and  when  studied  in  connection  with  the  price  of 
iron  and  other  commodities,  it  will  be  found  very 
helpful. 
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CHAPTER  XIX 

OTHER  MINING  SECUHITIES 

JOSH  was  a  prospector  of  the  type  so  common- 
ly seen  in  Arizona,  the  land  of  sand  and  sage- 
brush. He  was  a  tall,  slim  creature  of  the 
soil  with  skin  as  tough  as  leather,  but  with  a 
big  bounding  heart.  Originally,  Josh  was  a  boss 
miner  working  at  a  fair  salary  in  one  of  the  well 
known  mines;  but  as  he  became  more  prosperous  he 
mixed  with  the  temptations  of  Bisbee,  Tuscon  and 
other  mining  centers  and,  unfortunately,  became  ad- 
dicted to  drink,  losing  his  good  position.  The  rest 
of  his  life  has  been  similar  to  that  of  the  average 
prospector;  work  for  a  few  months  was  only  to  be 
followed  by  dissipation  for  a  month  or  six  weeks, 
and  then  a  period  of  repentance  and  discourage- 
ment. At  the  end  of  one  of  these  periods,  some 
good  friend  for  whom  he  formerly  worked,  "grub- 
staked" him  and  sent  him  into  the  mountains  to 
prospect. 

Practically,  this  was  simply  a  matter  of  charity 
because  only  one  prospector  in  a  hundred  makes 
good.  Josh  returned  from  one  of  these  pros- 
pecting excursions  lasting  a  couple  of  months, 
with  some  samples  of  ore,  claiming  he  had  "almost 
struck  it  rich"  (which  is  the  common  report  re- 
turned by  most  prospectors  aa  they  come  in).  The 
ore  was  thrown  into  a  box,  and  he  was  told  that  he 
had  done  first-rate.     Josh,  however,  was  not  quieted 
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ao  easily,  but  kept  j-etumiug,  stating  that  he  could 
purchase  from  some  Indians  the  entire  claim  from 
which  this  sample  came,  for  only  a  few  hundred 
dollars;  and  urged  the  purchase.  The  twenty-four 
years  spent  in  the  hills  of  Arizona  had,  however, 
made  one  of  his  benefactors  very  wary  of  these 
"rich  strikes,"  so  he  refused  to  pay  any  attention  to 
the  earnest  pleadings,  and  Josh  went  to  work  again 
on  day  wages. 

Readers  may  imagine  the  surprise  caused,  when 
about  two  years  later,  a  new  company  was  formed 
by  some  of  the  beat  men  in  Boston,  and  capitalized 
for  $2,500,000  for  the  purpose  of  developing  this 
little  piece  of  property  which  Josh  could  have  pur- 
chased for  a  few  hundred  dollars.  At  first  this 
stock  sold  for  about  85  per  share;  but  suddenly, 
a  great  pocket  of  very  rich  ore  was  discovered,  and 
in  a  night — so  to  speak — the  price  of  the  stock 
soared  to  $25  per  share,  from  which  price  it 
gradually  climbed  to  nearly  S200  per  share.  More- 
over, this  stock  is  to-day  traded  in  on  the  Boston 
Stock  Exchange  and  is  even  now  considered  one  of 
the  best  copper  purchases. 

Mining  Stocks  vs.  Mining  Properties 

The  object  in  telling  this  story  is  twofold.  First, 
to  explain  to  the  readers  the  difference  between 
buying  stocks  and  buying  land;  and  second,  to 
show  how  even  the  very  ablest  engineers  are 
"fooled"  as  to  actual  conditions. 

Everybody  is  somewhat  acquainted  with  mining 
stocks, — at   least   all   are   who   read   the   Sunday 
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papers,  which  seem  to  be  the  leading  market  place 
for  these  valueless  promotion  offerings.  Many 
readers  have  doubtless  received  tlirough  the  in  ail 
alluring  circulars  offering  mining  stock  from  $1 
to  15  per  share  which,  according  to  the  circular, 
"may  soon  become  worth  several  hundred  dollars 
per  share."  Or,  to  quote  from  one  of  these  circu- 
lars: "If  you  will  now  buy  1,000  shares  at  $1  per 
share,  when  this  stock  becomes  worth  $100  per 
share  {the  average  price  of  most  stocks),  your 
$1,000  will  become  $100,000  and  your  income  each 
year  will  be  several  times  your  original  invest- 
ment," Of  course,  in  reading  the  advertisement 
the  small  investor  entirely  forgets  the  fact  that  the 
average  stock  selling  at  $100  per  share  has  a  par 
value  of  $100  and  not  $1,  as  in  the  case  of  the 
mining  stock  in  question.  Such  an  advertisement 
is  a  fraud  on  its  face. 

It  is,  however,  very  difficult  to  suppress  these 
advertisements,  for  they  are  prepared  by  expert 
advertisement  writers  with  the  advice  of  the  ablest 
lawyers  and  with  the  knowledge  that  the  advertise- 
ments will  be  scrutinized  by  Post  Office  authorities. 
Certainly,  anything  that  said  authorities  can  "nail" 
will  bar  the  advertisements  from  the  mail.  The 
use  of  the  simple  word  "may"  instead  of  the  word 
"will"  in  the  above  advertisement  renders  the  Post 
Office  authorities  powerless,  and  the  advertisement 
still  succeeds  in  separating  the  small  investor  from 
his  money. 

There  are  various  reasons  why  the  ablest  bankers 
advise  against  the  purchase  of  such  stocks;  the 
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most  important  is  that  owii^  to  the  many  men  on 
the  ground  fully  acquainted  with  the  property, 
these  stocks,  when  there  is  any  reasonable  chance  of 
their  ever  becommg  of  value,  are  taken  up  long 
before  they  ever  reach  New  York,  Philadelphia  or 
Boston.  The  people  of  Arizona  are  not  poor,  and 
there  is  just  as  much  money  per  capita  in  the  State 
of  Arizona  lookii^  for  an  investment  as  in  Boston, 
Philadelphia,  New  York  or  Cliicago,  The  Arizona 
man,  however,  does  not  make  money  from  the  pur- 
chase of  stocks,  but  rather  from  the  purchase  of  the 
land  itself.  If  you  were  to  buy  a  farm,  you  would 
not  capitalize  it  and  endeavor  to  sell  the  stock,  but 
would  simply  work  it  as  a  private  proposition,  rais- 
ing crops,  paying  the  expenses  and  retaining  the 
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If  you  should  discover  a  small  piece  of  land  in 
Arizona,  or  in  any  other  state,  which  you  believed 
could  produce  ore,  and  which  would  require  only 
the  digging  of  a  shaft — as  a  mill  nearby  can  often 
be  used  for  treating  the  ore, — ^why  should  you 
want  to  capitalize  it  and  give  the  public  such  a  good 
thing?  Why  would  you  not  develop  and  work  it 
yourself  the  same  as  you  would  the  farm?  Well, 
this  is  the  way  the  Arizona  man  enters  mining. 
He  stakes  out  a  claim,  agrees  to  spend  at  least  $100 
a  year  on  development,  and  holds  the  title  to  tliat 
claim,  gradually  working  it  as  you  would  work  the 
farm.  If  he  is  a  man  of  wealth,  he  may  have  a 
large  force  of  men  and  expensive  maciiinery;  but 
if  he  is  poor,  he  will  have  only  two  or  three  work- 
ii^  for   him,   but  he  will  make  proportionately  as 


OTHER  MINING  SECURITIES  323 

much.  As  he  digs  this  ore  out  of  the  ground,  he 
hauls  it  to  a  mill  and  sells  it  either  before  or  after 
it  has  been  treated. 

How  the  Best  Engineers  Fail 

Even  in  buying  the  land,  one  does  not  eliminate 
the  possibility  for  loss;  for,  as  has  often  been  said: 
"Alnaost  as  much  money  has  been  put  into  the 
ground  as  has  ever  been  taken  out  of  it."  Out  of 
possibly  twenty  men  who  have  devoted  their  hves 
to  the  development  of  mining  properties,  not  more 
than  two  have  anythii^  left  to  show  for  their 
efforts.  The  competition  for  these  claims  is  very 
keen;  large  companies,  such  as  the  Phelps-Dodge 
interests,  the  Cole-Ryan  interests  and  others,  have 
engineers  continually  in  the  field  seeking  new  prop- 
ositions. 

Moreover,  it  is  necessary  to  spend  considerable 
money  to  break  out  any  claim  before  one  knows 
whether  or  not  he  is  to  receive  anything  in  payment 
for  his  labors.  Therefore,  even  for  the  man  who 
deals  only  in  land  and  is  located  on  the  ground,  it 
is  a  hard  up-hill  fight  amidst  keen  competition, 
subject  to  the  greatest  discouragement.  Of  course, 
this  works  two  ways.  In  some  years  the  engineers 
of  the  great  mining  and  smelting  interests  get 
all  the  prizes,  while  the  prospectors  and  independent 
miners  get  none;  but  in  other  years  these  great 
engineers  themselves  fail  while  the  "plums"  come  to 
the  small  miners. 

One  of  the  large  interests — if  not  the  largest — 
in  the   world,   the   Phelps-Dodge,   owns   and  has 
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owned  ever  since  it  was  a  raw  prospect,  a  mine 
known  as  the  Copper  Queen.  This  mine  was  re- 
garded by  them  as  the  one  mine  of  the  Bisbee  camp 
in  Cochise  County,  Arizona,  and  it  turned  into  the 
coffers  of  the  Company  millions  of  dollars  annu- 
ally. Some  plain  native  prospectora  located  claims 
adjoining  the  great  Copper  Queen;  and  what  is 
more,  they  offered  to  sell  them  to  the  great  Phelps- 
Dodge  interests  for  a  trifling  amount.  The  com- 
pany engineers  looked  at  them,  and  "nothing 
there"  was  the  verdict. 

A  little  later  these  same  prospectors  disposetl  of 
the  claun  and  a  great  new  mining  company  well 
known  throughout  the  world  is  the  result.  Already 
it  has  paid  out  in  dividends  over  ten  million  dol- 
lars, and  the  property  of  the  company  ia  now  said 
to  be  as  valuable  as  the  Copper  Queen  itself.  Still 
the  Phelps-Dodge  people  looked  far  afield,  and 
other  prospectors  made  locations  adjoining  on  yet 
another  side  of  the  bonanza.  Again  the  great  en- 
gineers investigated  the  matter  and  shook  their 
heads.  "Nothing  there"  was  the  reply  again. 
But,  another — now  well  known — mine  immediately 
opened  up  a  great  ore  body,  blocking  out  some 
fifteen  million  dollars'  worth. 

One  other  mine  which  those  same  experts  are 
said  to  have  looked  at  and  declared  "worthless"  is  the 
United  Verde.  It  was  offered  later  to  a  gentleman 
in  Montana  and  taken.  The  United  Verde  is 
today  recognized  as  one  of  the  world's  great  mines 
and  enriches  him  by  millions  yearly.  The  idea 
that  the  prospects   of  Cripple  Creek  would  evCT 
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SO  easily,  but  kept  returning,  stating  that  he  could 
purchase  from  some  Indians  the  entire  claim  from 
which  this  sample  came,  for  only  a  few  hundred 
dollars;  and  ui^ed  the  purchase.  The  twenty-four 
years  spent  in  the  hills  of  Arizona  had,  however, 
made  one  of  his  benefactors  very  wary  of  these 
"rich  strikes,"  so  he  refused  to  pay  any  attention  to 
the  earnest  pleadings,  and  Josh  went  to  work  again 
on  day  wages. 

Readers  may  imagine  the  surprise  caused,  when 
about  two  years  later,  a  new  company  was  formed 
by  some  of  the  best  men  in  Boston,  and  capitalized 
for  $2,500,000  for  the  purpose  of  developing  this 
little  piece  of  property  which  Josh  could  have  pur- 
chased for  a  few  hundred  dollars.  At  first  this 
stock  sold  for  about  S5  per  share;  but  suddenly, 
a  great  pocket  of  very  rich  ore  was  discovered,  and 
in  a  night — so  to  speak — the  price  of  the  stock 
soared  to  S25  per  share,  from  which  price  it 
gradually  climbed  to  nearly  $200  per  share.  More- 
over, this  stock  is  to-day  traded  in  on  the  Boston 
Stock  Exchange  and  is  even  now  considered  one  of 
the  best  copper  purchases. 

Mining  Stocks  vs.  Mining  Properties 

The  object  in  telling  this  story  is  twofold.  First, 
to  explain  to  the  readers  the  difference  between 
buying  stocks  and  buying  land;  and  second,  to 
show  bow  even  the  very  ablest  engineers  are 
"fooled"  as  to  actual  conditions. 

Everybody  is  somewhat  acquainted  with  mining 
stocks, — at   least   all   are   who   read   the   Sunday 
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is  moved  by  the  spirit  of  Bpeculation,  or  a.  desire  to 
secure  a  safe  investment,  he  naturally  likes  to  know 
something  about  the  mine.  Investigation  will  then 
lead  to  still  further  investigation,  and  he  will  not 
go  far  into  that  most  interesting  subject  before  he 
reahzes  that  woven  into  a  business  severely  practi- 
cal are  many  strands  of  romance. 

The  first  inquiry  on  the  subject  is  addressed 
most  likely  to  a  broker,  who,  if  an  investment  is 
desired,  will  secure  without  difficulty  a  record  of 
any  mining  company  since  the  time  it  came  before 
the  pubhc.  Indeed,  all  the  lai^e,  statistical  oi^an- 
izations  issue  handbooks  for  the  guidance  of  their 
customers,  showing  the  high  and  low  figures  of  the 
stock  for  a  number  of  years,  the  rate  of  dividend, 
and  misceUaneous  data,  such  as  the  amount  of 
capitalization,  bond  issues  if  any,  output,  etc. 

With  the  information  thus  secured  as  a  startii^ 
point,  the  most  natural  question  that  arises  is: 
"What  is  a  reasonable  rate  of  interest  to  expect  on 
a  mining  stock?"  The  interrogation  is  a  fair  one, 
and  whether  addressed  to  a  broker  or  a  mine  oper- 
ator calls  for  a  straightforward  answer.  The 
broker  will  doubtless  say  that  it  is  difficult  to  give 
figures,  and  will  quote  such  stocks  as  the  follow- 
ir^:  Anaconda,  which  at  40  has  paid  about  5%; 
Calumet  and  Arizona,  which  at  48  has  paid  8.33%, 
and  Kerr  Lake,  which  at  7  has  paid  28%  or  more. 
These  three  dividend  payers  are  selected  as  being 
different  types  of  mining  stocks  and  good  examples 
of  how  widely  dividends  vary.  The  broker  will  tell 
you  this,  or  the  information  can  be  secured  from  a 


OTHER  MINING  SECURITIES 


327 


manual;  but,  having  it,  the  seeker  has  only  just 
started  on  his  quest.  Thus  early  will  he  part  com- 
pany with  the  broker  for  a  while,  and  carry  on  his 
researches  independently. 

If  he  knows  a  mining  engineer,  so  much  the 
better;  otherwise,  he  may  find  out  the  main  points 
about  the  game  by  the  exercise  of  his  own  common 
sense.  To  begin  with,  he  will  realize  that  a  min- 
ing proposition  stands  in  a  class  by  itself.  Long 
a^o,  nature  placed  just  so  much  ore  in  that  partic- 
ular spot  known  as  the  mine.  At  the  time  the  mine 
commenced  operations,  there  was  a  certain,  if  un- 
known quantity.  From  that  day  the  quantity  has 
grown  less,  and  will  keep  on  decreasing  until  the 
original  quantity  of  ore  is  exhausted  and  the  mme 
closes  down.  The  investor,  therefore,  will  see  that 
his  interest  nmst  be  large  enough  to  provide  a  sink- 
ing fund;  and  all  this  must  be  calculated  on  the 
probable  life  of  the  mine. 

The  same  standards  by  which  a  farming  or  a 
manufacturing  investment  may  be  judged  are  not 
applicable  to  a  mining  investment.  A  farmer  may 
earn  8%  interest  on  his  capital,  and  with  care,  his 
property  may  increase  in  value.  A  manufacturer 
may  earn  8%  on  his  investments  and  if  he  keeps 
up  his  machinery,  bis  business  may  be  as  valuable 
ten  years,  or  even  twenty  years  hence;  but  a  mine, 
after  e^ch  dividend  is  paid,  is  that  much  nearer  to 
its  end. 

It  is  well  known  among  mining  men  that  the 
average  !ife  of  a  gold  or  silver  mine  is  under  ten 
years.     There  are  exceptions  to  this  rule,  of  course. 
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papers,  which  seem  to  be  the  leading  market  place 
for  these  valueless  promotion  offerings.  Many 
readers  have  doubtless  received  through  the  mail 
alluring  circulars  offering  mining  stock  from  $1 
to  $5  per  share  which,  according  to  the  circular, 
*^may  soon  become  worth  several  hundred  dollars 
per  share."  Or,  to  quote  from  one  of  these  circu- 
lars: 'If  you  will  now  buy  1,000  shares  at  $1  per 
share,  when  this  stock  becomes  worth  $100  per 
share  (the  average  price  of  most  stocks),  your 
$1,000  will  become  $100,000  and  your  income  each 
year  will  be  several  times  your  original  invest- 
ment." Of  course,  in  reading  the  advertisement 
the  small  investor  entirely  forgets  the  fact  that  the 
average  stock  selling  at  $100  per  share  has  a  par 
value  of  $100  and  not  $1,  as  in  the  case  of  the 
mining  stock  in  question.  Such  an  advertisement 
is  a  fraud  on  its  face. 

It  is,  however,  very  difficult  to  suppress  these 
advertisements,  for  they  are  prepared  by  expert 
advertisement  writers  with  the  advice  of  the  ablest 
lawyers  and  with  the  knowledge  that  the  advertise- 
ments will  be  scrutinized  by  Post  Office  authorities. 
Certainly,  anything  that  said  authorities  can  "nail" 
will  bar  the  advertisements  from  the  mail.  The 
use  of  the  simple  word  "may"  instead  of  the  word 
"will"  in  the  above  advertisement  renders  the  Post 
Office  authorities  powerless,  and  the  advertisement 
still  succeeds  in  separating  the  small  investor  from 
his  money. 

There  are  various  reasons  why  the  ablest  bankers 
advise  against  the  purchase  of  such  stocks;  the 
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bounds  of  reason  if,  when  offered  a  stock  paying 
only  7%  dividends,  lie  asks,  "Has  it  thirty  years 
of  life  ahead  of  it?" 

Now  leaving  the  investment  side  of  the  subject 
and  touching  upon  the  purely  speculative,  the  ques- 
tion of  the  formula  presents  itself  again,  and  while 
admittedly  it  cannot  be  answered  off-hand,  at  least 
some  fundamental  principles  may  he  considered 
which  will  materially  assist  the  speculator  who  asks 
no  more  than  a  "square  deal." 

New  Mines 

For  purely  speculative  purposes,  new  issues  are 
the  most  likely  to  be  in  demand.  New  issues  have 
frequently  made  fortunes  for  the  venturesome,  and 
will  ever  be  an  attraction.  It  will  be  remembered 
that  in  the  mine's  early  histoiy,  "Calumet  and 
Arizona"  sold  for  $5.  Not  so  very  long  after- 
wards, as  the  hfe  of  mines  is  reckoned,  it  sold  for 
$198.  It  later  declined  to  around  the  *45  mark. 
Calumet  and  Hecla  sold  at  the  start  around  S25, 
and  it  has  sold  as  high  as  $1000.  Take  the 
porphyry  mines,  under  which  heading  are  included 
Utah  Copper,  Miami,  Ray  Consolidated  and 
Nevada  Consohdated;  these  mines  have  all  made 
money  for  those  who  bought  the  stocks  in  the  early 
stages.  But  with  them  as  they  stand  today  may 
it  not  with  reason  be  questioned  if  the  milk  has  not 
been  extracted  from  the  cocoanut,  and  if  they  will 
not  be  fully  occupied  in  keepmg  up  their  present 
positions? 

The  new  onea  coming,  what  of  them?     If  the 
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house  bringing  out  the  issue  bears  a  good  reputa- 
tion on  tiie  "Street,"  and  its  previous  issues  have 
made  good,  then  there  is  a  strong  chance  in  favor  of 
the  last  one.  If,  on  the  contrary,  the  firm  has 
brought  out  many  and  all  of  them  are  yet  in  em- 
bryo, or  worse  still,  have  not  made  good,  then  the 
advice  of  an  old  Comstock  miner  may  be  followed. 
"It  you  are  a  poor  man,  have  nothing  to  do  with  it, 
and  it  you  be  rich,  leave  it  alone." 

Scientific  management,  card  systems  and  the 
like  are  important  details  in  the  business  world, 
but  it  is  impossible  to  eliminate  the  human  factor, 
and  where  the  human  factor  is,  there  is  romance. 
Corporations  are  said  to  have  no  souls,  but  before 
corporations  controlled,  human  factor  was  an  issue. 
Again,  before  fresh  mines  are  discovered  and  put 
before  the  pubhc  to  invest  or  speculate  in,  as  the 
case  may  be,  the  human  factor,  (the  prospector  and 
the  miner)  might  well  be  taken  into  consideration. 
They  live  today  in  the  West  as  different  from  the 
pen  pictures  made  of  them  in  fiction  as  it  is  pos- 
sible to  be.  The  mining  engineer  with  a  technical 
training  that  puts  him  "foremost  in  the  files  of 
time,"  stands  side  by  side  with  the  prospector  on 
the  bare  rocks  of  the  desert,  and  for  the  moment, 
they  are  on  an  equal  footing. 

While  you  are  looking  over  these  pages,  a  pros- 
pect is  being  considered.  That  mineral  is  there, 
both  engineer  and  contractor  agree;  but  does  it  go 
down  and  will  it  pay?  These  are  questions  that 
only  work  can  tell.  Neither  can  see  six  inches 
below  the  surface.    The  mining  engineer  goes  on 


o; 


OTHER  MINING  SECURITIES 

hia  way.  He  deals  in  accomplished  facts,  and  not 
surmises  like  the  prospects.  The  prospector  works 
the  claim.  A  pit  is  sunk,  and  the  ore  gives  out. 
Another  one  is  sunk  with  the  same  result,  and  then 
the  prospector  goes  on  his  way.  Time  has  been 
lost,  labor  lost,  and  money  lost,  but  what  of  that'? 
He  firmly  believes  that  he  is  fated  to  strike  it. 

Reverse  the  picture.  The  first  pit  had  ore  in  it 
down  to  the  bottom.  A  second  is  sunk  with  a 
similar  result.  Then  a  thir<l  or  more,  and  a  system 
of  minerahzation  uncovered.  Now  comes  the  work 
of  sinking  the  shaft,  and  that  costs  money.  But 
the  mine  is  a  winner,  and  the  prospector  carefully 
selects  the  best  of  his  ore,  sacks  it  and  ships  it  to 
the  nearest  custom  smelter.  With  the  returns  from 
his  shipment  he  operates,  and  slowly  compared 
with  what  can  be  done  with  capital,  he  develops  a 
mine.  In  time,  the  engineer  returns  to  examine  it. 
The  system  of  minerahzation  having  been  un- 
covered and  the  ore  shoots  located,  he  is  able  to  see 
beneath  the  surface,  and  can  work  out  hia  plans. 
The  mine  now  fetches  a  price  out  of  all  proportion 
to  what  the  prospector  would  have  taken  for  it 
years  previous  when  the  two  stood  on  the  cropping 
together.  Here  begins  the  history  of  the  mine  so 
far  as  the  pubUc  is  concerned,  and  the  rest  is  for 
the  broker  and  the  investor. 

Of  course,  at  the  beat,  one  may  still  be  fooled. 
A  young  man  who  graduated  as  a  mining  engineer 
from  Columbia  University  and  studied  at  the  best 
institutions  of  Europe,  went  to  Arizona  with  prob- 
ably the  finest  preparation  that  any   young   man 
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ever  had.  In  order  to  make  doubly  sure  of  his 
position,  he  agreed  with  his  father  to  spend  a  whole 
year  m  looking  about  for  prospects  before  mvest- 
ing  a  dollar.  During  the  year  he  traveled 
throughout  most  of  the  mining  camps  of  Arizona 
and  Utah  and  sifted  his  prospects  down  to  three. 
On  the  very  day  his  first  year  came  to  an  end  he 
visited  the  one  of  these  three  prospects  which  ap- 
[1  I  '  peared  to  him  as  the  most  attractive. 

[i    ■  '    \  Tins  was  much  more  than  a  prospect  as  ore  had 

*  ,  been  extracted  from  this  mine  for  several  months, 

and  it  was  paying  splendidly. 

For  some  days  before  the  young  engineer  called, 
the  owner  of  this  mine  had  been  getting  rather 
nervous  from  fear  that  he  had  passed  through  the 
body  of  ore.  He  was  just  in  this  uncertain  mood 
when  the  young  engineer  called  down  the  shaft: 

I       \  "Mr.  ,  I  am  now  prepared  to  give  you 

what  I  suggested  for  this  property.  If  you  will 
take  it  now,  I  am  prepared  to  give  you  a  draft  on 
New  York  at  once.  Otherwise,  I  shall  leave 
tonight  for  another  camp  and  trade  with  some  one 
else."  At  that  moment  the  thought  came  to  the 
miner  to  taste  of  the  water.  If  the  water  should 
be  clear  and  sweet,  he  would  know  that  he  had 
passed  through  the  body  of  ore;  for  otherwise,  the 
water  would  be  bitter  and  sulphurous.  Thereupon 
he  immediately  stooped  down,  brought  up  a  little 
water  in  the  palm  of  his  hand,  tasted  of  it,  found 
it  clear  as  crystal,  and  called  to  the  young  man:  "I 
accept  your  ofifer."  The  papers  were  exchanged  at 
the  bank  of  the  town  nearby,  the  young  man  in- 
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vested  thousands  of  dollars  in  extending  the  shaft 
and  on  further  development;  but  he  never  found 
paying  ore. 

It,  therefore,  will  be  seen  that  to  beat  a  mining 
game  is  a  hard  proposition.  If  you  wish  to  buy 
stocks,  you  have  not  a  chance  to  come  in  until  two 
or  three  previous  interests  have  ab-eady  taken  their 
profits,  and  even  then  with  the  promoters  and 
brokers  who  are  well  versed  in  every  art  of  manip- 
ulation and  exaggeration  against  you,  further- 
more, if  you  go  to  the  mining  country  and  purchase 
the  land  outright,  you  have  the  shrewdest  miners 
trained  with  years  of  hard  experience  to  encounter. 

Therefore,  it  is  not  only  a  safer  proposition,  but 
one  giving  greater  -profit  in  the  end,  to  confine 
one's  purchases  to  simply  the  highest  grade  "listed" 
stocks  of  proven  value,  buying  them  when  funda- 
mental statistics  show  that  the  country  is  entering 
a  period  of  depression,  and  selling  them  two  or 
three  years  later  when  fundamental  statistics  in- 
dicate that  we  are  entering  a  period  of  prosperity. 
In  this  way  the  investor  has  his  money  always  in 
conservative,  established,  dividend-paying  invest- 
ments, or  else  in  cash.  This  gives  him  a  sure  rate 
of  interest  and  once  in  two  or  three  years  a  good 
profit  in  addition.  But  the  idea  of  buying  untried 
and  non-dividend-paying  mining  stocks  with  a  hope 
that  "some  day"  they  will  become  of  great  value  is 
risky.  Of  course,  as  has  been  shown,  there  are 
cases  where  great  profits  have  been  made  in  min- 
ing; but  for  every  one  of  these,  several  can  be 
named  where  fortunes  have  been  lost.     In 


an  be  I 

brief,  J 


334 


BONDS  AND  STXJCKS 


there  is  no  "short  sure  road  to  wealth"  whatever; 
the  only  road  being  the  one  which  is  founded  on 
knowledge  obtained  by  a  careful  study  of  the  under- 
lying principles  of  investments. 


CHAPTER  XX 

THE  MONEY  MARKET  AND  INVESTMENT  PRICES 

THE  president  of  a  large  New  York  bank  was 
once  asked  by  a,  j)erson  having  a  lai^e  sum 
to  loan,  "How  much  is  money  worth?" 
The  banker  replied  by  asking,  "How  much  is  a 
horse  worth?"  In  retort  the  business  man  im- 
mediately answered,  "A  horse  is  worth  what  you 
can  get  for  him."  "Well,"  said  the  banker,  "that's 
what  money  la  worth,"  Now,  this  simple  story  is 
the  fundamental  principle  underlying  the  money 
market,  for  in  a  given  locahty  with  fixed  conditions 
and  fixed  collateral  or  credit,  money  rates  should  be 
dependent  solely  upon  supply  and  demand. 

People  who  live  in  small  cities  or  towns  probably 
pay  a  fixed  rate  of  interest  year  in  and  year  out, 
averaging  the  so-called  legal  rate  of  6%.  Although 
there  are  certain  wealthy  and  conservative  sections 
of  the  country  where  the  demand  for  money  is 
fairly  low  and  the  rate  oidy  5%,  there  are  sections 
in  the  Northwest  and  the  South  where  the  demand 
greatly  exceeds  the  supply,  and  the  normal  rate 
greatly  increases.  In  all  places,  however,  the  above 
rule  ultimately  must  apply,  as  money  rat«8,  when 
all  other  conditions  are  fixed,  are  finally  dependent 
upon  supply  and  demand.  These  "other  conditions" 
include  such  features  as  the  security  offered,  the 
credit    of   the   borrower,    general    confidence,    the 
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length  of  time  the  loan  is  to  run  and  various  other 
considerations. 

This  explanation  ia  given  primarily  in  order  that 
the  investor  who  is  paying  his  local  bank  6%  or 
more  may  not  be  dissatisfied  when  he  sees  in  the 
newspaper  that  money  is  being  loaned  in  New  York 
and  other  large  cities  at  from  2  to  4%.  When  the 
New  York  banks  loan  at  the  low,  quoted  rates, 
they  receive  collateral  or  security  which  insures 
that  the  note  will  be  paid  at  the  moment  it  ma- 
tures, or  if  not  paid,  they  can  sell  the  loan  to  some 
other  bank,  and  thus  obtain  the  money  any  time 
desired.  When  a  merchant  in  a  small  town  borrows 
from  his  local  bank,  that  bank  will  not  sell  him  out 
if  he  does  not  pay  his  notes  as  they  mature.  In 
other  words,  the  loans  which  the  average  country 
bank  makes  to  local  ecstomers  are,  in  a  way,  per- 
manent loans,  and  such  banks  should  always  re- 
ceive a  rate  much  higher  than  that  New  York  banks 
receive  on  collateral  loans,  which  truly  are  "quick  / 
assets." 

There  are  two  ways  which  banks  have  for  mak- 
ing money :  one  is  by  paying  from  two  to  four  per 
cent  on  deposits  and  loaning  the  money  at  from 
five  to  six  per  cent,  thus  making  a  small  difference 
thereon.  This  method  is  that  used  by  the  majority 
of  country  banks  today,  and  is  the  reason  why  ho 
many  of  these  banks  are  just  struggling  along,  the 
president  working  for  a  few  hundred  dollars  a  year 
and  the  bank's  clerks  depriving  themselves  in  order 
that  the  hank  may  eke  out  a  small  dividend.  It 
takes  no  brains  to  pay  a  certain  per  cent  on  d&r 
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posits  and  loan  the  same  money  for  a  little  more; 
and  in  any  work  that  does  not  require  brains, 
there  is  a  tremendous  amount  of  competition. 

On  the  other  hand,  there  are  a  few  city  banks 
which  make  money  in  a  much  more  intelUgent  and 
justifiable  manner.  These  banks  are  practically 
merchants  dealing  in  money  as  a  commodity,  storing 
up  money  when  it  is  cheap,  as  the  iceman  stores  up 
ice  when  it  is  plentiful,  and  then  loaning  out  this 
money  for  the  purchase  of  raw  materials  or  high- 
grade  securities  when  money  is  in  great  demand, 
and  merchants  and  manufacturers  are  willing  to 
sacrifice  almost  anythiiy;  in  order  to  obtain  it. 
Such  banks  perform  a  great  service  to  the  commun- 
ity. They  perform  the  same  function  to  business 
that  the  governor  on  an  engine  performs  in  regulat- 
ing its  speed,  while  the  average  country  bankers 
who  do  not  study  fundamental  conditions  are  prac- 
tically parasites  on  the  community. 

The  first  class  of  country  banks  simply  have  use 
for  time  money  and  are  interested  simply  in  loaning  it 
for  as  high  a  rate  as  possible  at  all  times.  It  is 
the  great  city  bank  operated  with  judgment  and 
along  the  hnes  above  indicated,  which  uses  caU 
rates.  When  money  is  a  drug  on  the  market,  these 
great  city  institutions  loan  it  on  call  at  a  low  rate, 
knowing  that  the  time  is  coming  when  it  will  be  in 
great  demand,  and  therefore  they  can  best  serve  the 
business  man  by  having  the  money  ready  for  his 
instant  use.  On  the  other  hand,  when  money 
high  and  the  financial  situation  is  being  cleaned  up 
through    failures    and    drastic    liquidations,    these 
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great  banks,  knowing  that  the  trouble  is  over,  then 
loan  their  money  on  time  and  obtain  a  handsome 
rate,  together  with  special  commissions  for  so  doing. 

Rates  in  Large  Cities 

As  most  readers  are  probably  more  familiar  with 
the  money  rates  of  their  local  banks  than  they  wish 
they  were,  we  will  not  dwell  further  on  this  point, 
but  will  explain  in  a  few  words  the  statement  of 
the  money  market  as  it  appears  each  day  in  the 
large  daily  papers  of  the  country. 

"Current  quoted  rates,  bank  clearings,  etc.,  follow: 

Boston  New  York 

Call  loans 4-1/2  @  5  5  @  5-1/2 

Time  money — 

Sixty  and  ninety  days 4  3-3/4 

Four  and  six  months 4  @  4-1/2  3-3/4  @  4 

Year  money 4-3/8  @  4-1/2  4-3/8  @  4-1/2 

Commercial  paper 4  @  4-1/2  4  @  4-1/2 

.      I   ■  Corporation  notes 3-3/4  3-3/4 

1  '  Today  Year  ago 

\  Bar  silver  in  New  York ...     .55  .54-1/8 

Mexican  dollars 4-1/2  .46 

AT  THE  CLEARING  HOUSE 

New  York  funds par 

Exchanges,  Boston $30,769,592.00 

Year  ago  today 26,982,729.00 

Balances 2,140,750.00 

Sub-treasury  credit 18,590.00 

Exchanges,  New  York 310,643,209.00 

Year  ago  today 292,424,128.00 

Balances 18,316,548.00 

Sub-treasury  credit 503,726.00 

New  York  banks  lost  on  Sub-treasury  opera- 
tions yesterday 1,456,000.00 

Net  loss  since  Friday 6,546,000.00 

In  the  foreign  exchange  market  today,  sterling  was  easy  and  Conti- 
nentals were  practically  unchanged.  Afternoon  rates,  actual  business 
between  bankers,  as  follows:  Sterling  —  Cables,  $4.8650;  demand, 
$4.8605  @  $4.8610;  sixty  days,  $4.8260  @  $4.8280;  Commarcial  bills. 
$4.8160  @  $4.8180. 

Francs,  5.20-5/8,  less  5-64;  marks,  95,  plus  1-64;  guilders  40-1/4,  plus 
1-32." 
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It  will  be  noticed  that  the  first  reference  ia  to 
"call"  rates,  and  it  will  be  seen  that  on  said  day 
call  rat^  are  a  little  higher  in  New  York  than  in 
Boston.  When  a  man  borrows  on  call,  he  borrows 
with  the  understanding  that  he  must  either  pay 
his  loan  any  moment  the  bank  desires  the  money, 
or  else  he  must  accept  any  change  in  rate  which  the 
bank  desires  to  make  at  any  time.  That  ia  to  say, 
the  rate  on  all  call  loans  may  be  changed  by  the 
bank  any  day,  and  the  borrower  must  pay  either 
the  said  rate  or  his  loan.  During  some  years  call 
rates  are  lower  in  New  York  than  in  Boston,  owi:^ 
to  the  fact  that  during  the  larger  part  of  the  year, 
small  banks  all  over  the  country  have  a  large  amount 
of  idle  money  in  the  New  York  banks.  Owing  to 
the  Fall  and  Christmas  business,  these  banks  with- 
draw money  from  New  York  during  December, 
which  makes  it  necessary  for  the  New  York  banks 
to  have  some  of  their  call  loans  paid  in  order  to 
get  the  money  to  send  West.  To  have  said  loans 
paid  these  banks  choose  the  method  of  marking 
up  their  rates.  As  comparatively  few  country 
banks  outside  of  New  England  carry  aecounts  in 
Boston,  Boston  banks  are  not  affected  in  this  way, 
and  therefore,  the  Boston  rate  for  call  money  is 
not  always  advanced  so  much. 

The  next  item  refers  to  "time"  rates.  Time 
money  refers  to  notes  which  are  given  for  a  definite 
period  at  a  definite  rate.  When  one  borrows  from 
a  bank  for  sixty  days,  he  agrees  to  keep  the  money 
for  sixty  days,  and  the  bank  agrees  to  let  the  rate 
remain  fixed  for  sixty  days.     In  the  case  of  time 
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money  the  bank  cannot  advance  the  rate  during  the 
life  of  the  note;  but,  on  the  other  hand,  the  bor- 
rower is  not  supposed  to  pay  the  note  before  it  is 
due  or  have  the  advantage  of  any  lower  rate  in  case 
money  should  decline.  In  the  case  of  call  money, 
however,  although  the  bank  has  the  privilege  of 
caUing  and  advancing  the  rat«  at  any  time,  yet  the 
borrower  also  has  the  privilege  of  paying  up  at  any 
time,  or  insisting  on  a  reduction  in  rate  in  case 
money  becomes  easier. 

The  first  three  items  under  time  money  show  the 
rate  for  different  periods  and  illustrate  very  well 
why  the  country  bank  must  have  a  higher  rate  for 
a  "permanent  loan"  than  the  large  city  ba,ok  de- 
mands for  active  loans.  (It  will  be  seen  by  the 
above  illustration  that  the  large  city  bank  at  some 
times  demands  about  i  of  1%  more  for  year 
money  than  for  sixty  and  ninety  day  money.) 
The  last  two  items  of  the  above  clipping  refer  to 
commercial  paper  and  corporation  notes  and  sug- 
gest that  corporation  notes  stand  higher  than  ordi- 
nary business  paper,  as  the  banks  are  discounting 
these  corporation  notes  at  3|%,  while  they  are 
asking  4  to  4j%  on  the  business  paper  and  col- 
lateral loans. 

Another  interesting  feature  in  connection  with 
the  above  is  that  call  money  sometimes  demands  a 
higher  rate  than  time  money.  By  watching  the 
relation  between  two  rates,  one  may  usually  ascer- 
tain how  the  large  bankers  feel  as  to  the  course  of 
money  rates.  When  the  rate  for  time  money  is  less 
than  the  rate  for  call  money  on  the  same  collateral 
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and  in  the  same  city,  one  may  usually  be  certain 
that  the  bankers  of  that  city  feel  that  rates  are  to 
continue  easy  and,  therefore,  prefer  to  loan  money 
for  long  periods  rather  than  to  loan  on  call.  On 
the  other  hand,  when  the  rate  for  call  money  ia  con- 
siderably less  than  the  rate  for  time  money,  as  was 
the  case  during  the  summer  of  1911,  one  may  rest 
assured  that  the  bankers  feel  that  the  rate  for  time 
money  is  abnormally  low,  and  consequently  that  it 
is  better  to  loan  on  call  at  a  low  rate  than  to  tie  up 
funds  for  from  four  to  six  months  at  a  slightly 
higher  rate. 

A  Study  of  History 

We  find  that  there  is  a  constant  and  intimate 
connection  between  monetary  conditions  and  the 
prices  of  stocks  and  bonds.  No  market  has  con- 
tinued indefinitely  upward  in  the  face  of  high 
money  rates,  and  the  only  cure  for  strained  mone- 
tary conditions  is  a  recession  in  business  or  an  area 
n  below  the  country's  line  of  normal  growth. 

H^^    Ten  high  grade  investment  stocks  which  the  Bab- 
I^^BAon  Statistical  Oi^anization's   office  daily  records 
"^    and   which   list   extends   back   practically  to   the 
Civil  War,  sold  in  1S90  at  an  average  high  price  of 
about  S141  per  share.     At  that  time,  the  percent- 
age of  loans  to  deposits  was  around  95%,  while  the 
percentage  of  specie  to  loans  was  about  20%.     In 
the  latter  part  of  that  year,   however,  the  loans 
11^       advanced  to   102%   of  deposits,   while  specie  de- 
I^H  dined  to  about  18%  of  loans.    Moreover,  this  was 
^^B  laccompanied— which  ia  the  point  to  be  emphasized 


1 


34S  BUNDS  AND  STOCKS 

^hy  a  det'line  in  the  average  price  of  these  stocks 
to  $98  per  share  and  a  still  further  decline  in  1891 
to  )it>out  $95  per  share.  Furthermore,  from  1891 
to  1893  almost  every  marked  Suctuation  in  money 
foiiditidiia  was  reflected  in  stock  market  pric&s,  and 
in  1S93  the  proportion  of  loans  to  deposits  rose  to 
109%,  while  the  ratio  of  specie  to  loans  declined  to 
13%,  accompanied  by  a  drop  in  the  average  price 
of  our  t«n  atwks  from  $135  in  1892  to  S98. 

This  strange  condition  of  affairs,  however,  was 
immediately  corrected  by  an  area  of  rest  devel- 
oping below  the  nation's  line  of  normal  growth, 
and  in  the  next  year  or  two,  loans  to  deposits 
fell  to  80%  and  specie  rose  to  30%,  while  the 
avoragti  high  price  of  these  ten  shares  increased 
to  $128. 

Although  tho  atuation  greatly  improved  during 
the  noxt  one  or  two  years,  yet  conditions  were  not 
cured.  Like  a  sick  patient  getting  up  too  soon, 
business  men  unfamiliar  with  fundamental  condi- 
tions and  not  being  content  to  let  the  area  of  de- 
preBsion  sufficiently  develop  and  mature,  forced  bua- 
inoss  too  hard,  and  in  1896  sent  the  proportion  of 
loana  to  deposits  up  to  102%,  while  the  ratio  of 
specie  to  deposits  fell  to  10%.  Certainly,  this 
patient  was  quickly  sent  back  to  bed  again,  for  con- 
ditions were  immediately  checked  by  the  crisis  of 
1896  when  the  average  piice  of  these  ten  invest- 
ment stocks  dropped  to  $100.  After  this,  affairs 
were  allowed  to  take  their  natural  course  and  the 
area  of  depression  was  allowed  to  naturally  come  to 
completion;  and  in  July,   1898,  loans   were   only 
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83%  of  deposits,  while  the  banks  held  specie  to  the 
amount  of  30%  of  deposita,  and  the  average  price 
of  these  securities  followed  the  example  by  advanc- 
ing from  $106  to  S133. 

In  following  conditions  from  1900  to  1902,  we 
find  another  area  of  prosperity  developing  above 
the  country's  line  of  normal  growth  with  a  corre- 
sponding increase  in  loans  to  deposits  and  a  de- 
crease in  specie  to  loans.  In  September,  1902,  the 
proportion  of  loans  to  deposits  was  99%,  and  the 
proportion  of  specie  to  loans  about  17%,  while  our 
ten  investment  stocks  reached  an  average  high  price 
of  about  S200  per  share. 

To  the  student  of  monetary  conditions,  it  was 
self-evident  that  this  spelled  trouble  in  capital 
letters,  and  such  was  the  case,  for  in  1903  we  had 
our  "rich  man's  panic,"  when  these  conditions  were 
readjusted  and  another  area  of  rest  began  to  de- 
velop below  the  line  of  normal  growth,  accom- 
panied by  a  drop  in  the  average  price  of  our  ten 
stocks  to  about  $150  per  share.  During  this  period 
of  rest,  the  proportion  of  loans  to  deposits  was  re- 
duced to  90%,  while  the  ratio  of  specie  to  loans 
increased  to  25%,  accompanied  by  steadily  advanc- 
ing prices  of  securities  until  an  average  high  price 
of  over  $200  per  share  was  reached  in  January, 
1906. 
I  It  is  a  shame  that  at  that  time  more  business  men 
'were  not  students  of  fundamental  conditions,  for  if 
we  had  been  willing  to  hold  things  ih  check,  keep- 
ing down  loans,  building  up  our  specie  reserve  and 
being  content  with  a  normal  growth,  the  panic  of 
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1907  could  have  been  avoided;  but,  unfortunately, 

this  is  not  the  American  way  of  doing  thiugs.  It 
ia  our  nature  to  either  have  the  throttle  wide  open 
and  run  at  break-ncuk  speed,  or  else  have  the  throt- 
tle closed  tightly  and  be  at  almost  a  etaiidstill. 

For  instance,  in  January,  1907,  the  percentage  of 
loans  to  deposits  had  been  increased  to  about  102%, 
while  the  relation  of  specie  to  loans  had  been  cut 
down  to  about  17%,  while  our  ten  investment 
stocks  still  sold  at  an  average  high  price  of  about 
$180  per  share.  Moreover,  a  large  area  of  pros- 
perity had  been  developing  above  the  nation's  line 
of  normal  growth— an  area  approximately  equal  to 
the  preceding  areas  of  prosperity  and  depression— 
and  nothing  else  could  happen  but  a  drastic  hquida- 
tion  in  order  to  relieve  these  strained  monetary  con- 
ditions. What  happened  is  well  known  to  all. 
Our  New  York  banks  were  strained  almost  to  the 
breaking  point,  and  in  fact,  several  of  them  did 
break.  Lai^e  commercial  institutions  were  forced 
into  bankruptcy,  and  some  of  our  great  railroads 
were  placed  in  the  bands  of  receivers,  while  the 
average  price  of  our  ten  stocks  fell  to  |119  per  share. 
Again  the  readjustment  process  began,  and  as  an 
area  was  developed  below  the  nation's  line  of  nor- 
mal growth,  the  ratio  of  loans  to  deposits  decreased 
to  95%j  while  the  ratio  of  specie  to  loans  was  in- 
creased to  22%,  accompanied  by  an  uplift  in  the 
prices  of  securities,  and  our  ten  stocks  sold  at  an 
average  price  of  over  $190  per  share  in  August, 
1909.  Since  that  date  loans  again  rapidly  in- 
creased to  about  100%  of  deposits,  while  the  ratio 
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of  specie  to  loans  dropped  to  19%,  and  stocks 
had  a  very  steady  decline  after  August,  1909. 
It  ia  not  very  encouraging  when  one  realizes  that 
all  these  foreign  disturbances  to  business  could  have 
lieen  avoided  if  we  had  been  willing  to  study  the 
money  market  and  other  fundamental  factors  upon 
which  all  manufacturing  and  commercial  progress 
ultimately  depends. 

Fundamental  Principles 
From  the  above  facts,  certain  fundamental  prin- 
ciples can  be  deduced  which  should  be  of  value  to 
eveiy  reader  in  diagnosing  future  conditions.  It 
is  very  evident  that  the  first  thing  to  note  in  the 
Bank  Statement^ — as  published  both  by  the  Comp- 
troller of  the  Currency  five  times  a  year,  covering 
all  national  banks,  and  by  the  Clearing  House  of 
New  York  once  a  week,  covering  New  York  banks 
— ^is  these  two  most  unportant  it«ms,  viz.:  (1)  the 
relation  of  loans  to  deposits,  and  (2)  the  relation  of 
specie  to  loans.  If  we  find  that  loans  are  in  excess 
of  deposits  and  the  percentage  of  specie  small,  it  is 
usually  safe  to  assume  that  fundamentally  the 
monetary  situation  is  misound.  On  the  other  hand, 
if  the  percentage  of  loans  to  deposits  is  small  and 
that  of  specie  to  loans  is  large,  we  may  safely 
assume  that  our  monetary  conditions  are  funda- 
mentally safe,  provided  the  area  of  the  nation's 
composite  plot  is  developmg  properly. 

An  increase  in  loans  and  discounts  with  no 
corresponding  increase  in  cash  usually  reflects  un- 
sound monetary  conditions,  even  if  the  advance  in 
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i^  .  loans  and   discounts  is  fully  offset  by  deposits. 

;   ■  There  are  various  reasons  for  these,  but  the  simplest 

reason  is  that  there  are  two  classes  of  deposits, 
namely,  the  real  deposit  and  the  credit  deposit. 
When  a  miner  in  California  takes  gold  from  the 
earth  and  carries  it  to  his  bank  for  deposit,  that 
man  is  creating  a  real  deposit,  and  the  same  illus- 
tration applies  if  the  man  who  takes  iron,  copper, 
wheat  or  cotton  from  the  ground  deposits  it  or  its 
equivalent.  Such  men  are  really  wealth  produc- 
ers and  their  deposits  are  well  worthy  the  name. 
Unfortunately,  however,  such  deposits  often  form 
a  very  small  proportion  of  the  total. 

By  far  the  greatest  number  of  deposits  are  what 
are  known  as  credit  deposits.  These  may  come 
from  a  merchant  taking  a  blank  piece  of  paper  and 
making  thereon  a  note  for  $10,000.  He  then  takes 
this  note  to  the  bank,  discounts  it  for  6%  and  the 
bank  gives  him  back  $9,750.  The  merchant  then 
goes  to  another  window  of  the  same  institution  and 
deposits  his  money  and  the  bank's  deposits  are 
immediately  increased  $9,750  while  the  local  board 
of  trade  of  the  city  points  to  the  city's  increased 
bank  deposits,  forgetting  all  about  the  correspond- 
ing increased  loans. 

Real  deposits  should  be  welcomed,  and  such  are 
the  deposits  which  cause  our  nation's  line  of  nor- 
mal growth  to  go  upward;  but  these  credit  deposits 
— ^although  necessary  to  a  certain  extent — ^are  our 
curse  and  the  ultimate  source  of  great  trouble. 
Let  us  hope  that  the  time  will  come  when  our 
.       ,  Comptroller   of   the   Currency   will   demand    that 
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these  credit  deposits  be  separated  so  that  we  may 
know  how  the  bank  is  increasing  its  deposits  in  a 
given  community.  In  the  meantime  let  every 
reader  look  not  at  the  deposits  but  at  the  propor- 
tion of  loans  to  deposits,  and  especially  at  the  per- 
centage of  specie;  which  really  means  cash. 

It  will  be  seen  that  the  money  market  bears  a 
very  intimate  relation  to  the  welfare  of  the  mer- 
chant and  the  business  man  as  well  as  the  investor 
and  speculator.  In  fact,  the  relations  could  be 
carried  on  much  further  than  outlined  as  above. 
The  changes  in  the  New  York  Bank  Statement 
from  week  to  week  are  eagerly  watched. 

The  new  banking  law  will  require  smaller  reserves 
than  heretofore,  which  should  be  taken  into  account 
in  comparing  the  new  figures  with  those  previous 
to  the  operation  of  the  new  law.  Under  the  new 
law  country  banks  are  required  to  carry  a  reserve 
of  12%  of  their  net  deposits,  of  which  4%  must  be 
in  cash  in  vault,  4%  in  balance  with  the  Federal 
Reserve  Bank,  and  the  remainder  in  either  form. 
Banks  in  reserve  cities  must  carry  15%  in  reserves 
(5%  cash,  6%  balance  with  Federal  Reserve  Bank 
and  4%  either  way).  Banks  in  central  reserve 
cities  must  carry  18%  in  reserves  (6%  cash,  7% 
balance  with  Federal  Reserve  Bank,  and  5%  either 
way).  Thus,  if  the  net  deposits  of  these  New  York 
national  banks  are  $1,500,000,000,  they  must  carry 
a  $270,000,000  reserve.  If  they  have  a  $290,000,000 
reserve,  the  balance,  $20,000,000  is  called  the  "sur- 
plus reserve,"  and  a  decrease  in  this  surplus  towards 
the  vanishing  point  is  a  danger  signal. 
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Of  course,  the  time  of  year  must  be  considered. 
Owing  to  the  demand  in  the  crop  moving  season,  a 
low  reserve  in  November  is  not  so  dangerous  as  a 
low  reserve  in  the  summer,  for  we  know  that  the 
call  for  money  is  then  probably  at  a  maximum, 
which  is  not  the  case  in  the  summer.  A  very  care- 
ful study  of  the  seasonable  changes  has  been  made 
by  Professor  Kenmaerer  of  Cornell,  and  the  results 
of  his  analysis  and  certain  other  features  of  the 
normal  changes  in  money  rates  are  described  in 
Mr.  Ralph  May's  book  on  Commercial  Paper. 

It  often  happens  that  certain  periods  of  the  year, 
such  as  January  and  July,  call  for  the  use  of  large 
sums  in  the  payment  of  interest,  dividends  and 
other  semi-annual  disbursements.  The  first  of 
April  and  October  are  also  important  dates  in  the 
money  market;  but  as  we  understand  the  analyses 
further,  we  must  allow  for  more  and  more  excep- 
tions. As  these  exceptions  increase,  the  value  of 
cast  iron  rules  diminishes.  All  such  conclusions, 
however,  are  somewhat  like  those  of  speculators 
who  figure  that  the  prices  of  stocks  are  always  high 
at  certain  seasons  of  the  year  and  low  at  other 
seasons.  True  it  is  that  prices  have  often  been 
high  early  in  January  and  July,  owing  to  the  large 
investment  buying  at  these  times;  but  every  two 
or  three  years  so  many  people  figure  on  this  and 
make  their  purchases  a  month  or  two  earlier  that 
there  is  a  general  decline  in  the  market  in  January 
and  July. 

In  short,  there  is  nothing  in  such  cast  iron  rules. 
As  to  what  month  or  year  money  rates  will  be  low 
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or  high  nobody  knows,  and  the  man  who  attempts 
to  predict  by  naming  the  month  is  making  a  pure 
guess.  What  we  do  know  is,  that  when  money  con- 
ditions are  unsound,  when  credits  are  infiated  and 
business  unhealthy,  and  a  large  area  of  inflation 
has  developed  above  the  nation's  line  of  normal 
growth,  then  money  will  be  scarce  and  will  con- 
tinue to  be  scarce  until  conditions  are  readjusted, 
loans  hquidated  and  cash  reserves  strengthened. 
This  can  be  accompBshed  only  by  the  develop- 
ment of  an  area  of  rest,  commonly  known  as  a  busi- 
ness depression.  Therefore,  investors  are  urged  to 
study  the  composite  plot  and  the  relation  of  loans 
to  deposits  and  the  relation  of  specie  or  cash  to 
loans. 

This  is  not  a  popular  doctrine  to  preach,  and  one 
may  often  be  hailed  as  a  "calamity  howler"  and  a 
general  pessimist  for  calling  the  attention  of  people 
to  these  cold  and  unpleasant  facts.  Nevertheless, 
they  are  facts,  and  our  country's  future  business 
can  be  placed  upon  a  permanent  foundation  only 
by  an  educational  campaign  along  these  lines.  On 
the  other  hand,  to  quote  from  a  book  which  has 
recently  been  written  on  Wall  Street:  "There  is 
one  great  check  to  education  in  this  direction. 
Great  financiers  who  are  most  conversant  with 
actual  conditions  seldom  find  it  expedient  to  point 
out  the  facts.  Sometimes  they  themselves  wish  to 
dispose  of  their  holdings  because  of  the  obvious 
peril  ahead  and  this  process  would  not  be  facilitated 
by  gloomy  predictions.  On  the  other  hand,  it  is 
too  often  the  ease  that  these  same  gentlemen,  find- 
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\  '  ing  it  to  their  great  advantage  to  disperse  sunshine 

J  '  '                          until  their  notes  are  sold,  point  assiduously  to  the 

\\  excellent  business  of  the  present,  and  n^ect  to 

;  \  touch  on  the  irresponsible  future,  which,  after  all, 

is  the  most  important  question  for  the  investor  or 

•  speculator.^ 
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EFFECT  OF  GOLD  PRODUCTION  ON  SECURITY 
PRICES 

IF,  by  some  magic  method,  each  yard-atick  in 
the  world  should  increase  ten  per  cent  in 
length  during  a  night,  it  would  be  necessary 
for  all  merchants  using  yard-sticks  in  the  sale  of 
goods  to  increase  their  prices  on  the  next  morning 
ten  per  cent,  and  yet  this  increase  would  mean  no 
real  increase  in  the  cost  of  the  goods  to  consumers. 
Now,  this  illustrates  the  principle  underlying  the 
increase  in  prices  due  to  the  increased  production 
of  gold.  Gold  ia  the  standard  of  value  in  the  same 
way  that  the  yard-stick  is  the  standard  of  measure- 
ment, aud  as  this  standard  of  value  is  increased  or 
decreased,  prices  must  necessarily  increase  or  de- 
crease correspondingly. 

If  the  investor  will  grasp  this  first  fundamental 
principle,  he  will  have  learned  the  relation  be- 
tween the  increase  in  gold  production  and  the 
increase  in  merchandise  prices.  The  following 
table  shows  the  production  of  gold  during  the  pa.'it 
fifty  years,  and  in  a  broaii  way,  the  world's  price 
movement  for  raw  materials,  merchandise  and 
labor  corresponds  thereto.  If  freed  from  outside 
arbitrary  and  artificial  factors,  especially  the  im- 
petus to  speculation  caused  by  increased  gold  pro- 
duction, prices  of  raw  materials  and  merchandise 
should  correspond  to  the  changes  in  the  value  of 
gold — or  rather  credits— with  great  exactness. 
351 
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Production  of  Gold  in  Fine  Ounces 

■ 

World                 United  States         Witwatenmnd 

^^            isao 

6,486,262             2,225,250           No  report 

1861 

5,949,582               2,080,126                   until 

1862 

5,949,582             1,896,300                 1888 

1863 

5,949,582             1,935,000 

1864 

5,949,582               2,230,087 

1865 

5,949,582             2,674,759 

1866 

6,270,086               2,688,062 

1867 

6,270,086             2,502,196 

1868 

6,270,086               2,322,000 

1869 

6,270,086             2,394,362                    ^^h 

1870 

6,270,086             2,418,760                  ^^^M 

1871 

5,591,014               2,104,312                    ^^^H 

1872 

5,691,014             1,741,500                  ^^^H 

1873 

4,653,675               1,741,500                    ^^^H 

1874 

4,390,031              1,620,122                  ^^^H 

1875 

4,716,563             1,619,009                  ^^^H 

1876 

6,016,488             1,931,576                  ^^^H 

1877 

5,512,196             2,268,662                  ^^^H 

1878 

5,761,114               2,477,109                     ^^^| 

1879 

5,262,174             1,881,787                   ^^^| 

1880 

5,148,880               1,741,600                     ^^^H 

1881 

4,983,742             1,678,612                  ^^^H 

1882 

4,934,086             1,572,187                  ^^^M 

1883 

4,614,588               1,451,250                    ^^^H 

1884 

4,921,169             1,489,050                  ^^^M 

1885 

5,245,572               1,538,325                    ^^^^| 

1886 

5,135,679             1,693,125                  ^^^H 

1887 

5,116,861             1,596,375                    "^^ 

1888 

6,330,775             1,604,841                190,266 

5,973,790             1,587,000                316,023 

1890 

6,749,306               1,588,880                  407,750 

1891 

6,320,194             1,604,840               600,860 

1892 

7,094,268               1,597,098              1,001,818 

1893 

7,618,811              1,739,323             1,221,151 

1894 

8,764,362             1,910,813             1,637,773 

1895 

8^615,190             2,254,760             1,845,138 

1896 

9,783,914               2,568,132               1,857,071 

1897 

11,420,068             2,774,935             2,491,552 

1898 

13,877,806             3,118,398             3,562,813 

1899 

14,837,775             3,437,210             3,360,091 

1900 

12,316,135             3,829,897                395,385 

1901 

12,625,527               3,805,500                  238,995 

1902 

14,354,680               3,870,000               1,691,525 

190:j 

15,852,620               3,560,000               2,859,479 

1904 

16,804,372               3,892,480               3,653,794 
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Date 


World 


United  States        Witwatersrand 


1905 

18,396,451 

4,265,742 

4,706,433 

1906 

19,471,080 

4,565,333 

5,559,534 

1907 

19,977,260 

4,374,827 

6,220,227 

1908 

21,422,244 

4,574,340 

6,782,538 

1909 

21,965,111 

4,821,701 

7,039,136 

1910 

22,022,180 

4,657,018 

7,228,588 

1911 

22,348,313 

4,687,053 

7,896,802 

1912 

22,549,335 

4,520,719 

8,753,568 

1913 

e22,100-,000 

4,271,562 

8,430,998 

e — eflt.iraated 

• 

The  Gold  Theory  as  Applicable  to  the  Cost 

of  Living 

Of  course,  theoretically,  the  extension  of  our 
bank  check  system  and  the  velocity  with  which  our 
checks,  bills,  etc.,  circulate  have  the  same  effect  to 
raise  prices  as  increasing  our  gold  supply.  In  fact. 
Prices  or  "P"  as  shown  in  the  following  formula, 
are  dependent  upon  the  factors  which  have  been 
worked  out  by  Prof.  Irving  Fisher,  of  Yale  Uni- 
versity, who  has  carried  to  completion  some  admir- 
able work  by  Prof.  Kemmerer  of  Cornell: 

MV+M'V'=PT    Therefore:  P=^^^^' 
In  this  formula 

M  =  Money  in  Circulation 
V=Its  Velocity  in  Circulation 
M'=: Deposits  Subject  to  Check  or  "Credits" 
V'= Their  Velocity  of  Circulation  or  "Activity" 
T= Volume  of  Trade 
P=  Price  Level 

which  shows  that  as  the  factors  M  and  M',  or  V  and 
V  increase,  P  also  increases  and  the  price  level 
advances.    As  V  is  fairly  constant,  this  means  that 
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Iv .  .  the  increased  price  level  of  today  is  practically  due 

^  *  to  the  increase  in  money,  M  (including  gold,  bank 

\\  notes,  etc.)^  to  the  increase  in  deposits  subject  to 

*  i  check,  M',  and  to  the  increased  velocity  of  circula- 

jj  tion  of  these  deposits  or  V.    The  resulting  increase 

in  M'V'  is  largely  reflected  in  the  great  increase  in 
bank  cleai;uigs. 

Therefore,  it  will  be  seen  that  gold  itself  is  only 
one  factor  and  that  an  increase  in  credits  of  any 
form  (that  is,  bank  deposits  subject  to  check),  and 
especially  an  increase  in  the  velocity  of  circulation 
of  said  moneys  and  credits,  are  also  real  factors. 
4     I  This  last  is  very  important  for  certainly  one  dollar 

J-  circulating  twenty  times  a  year  has  the  same  eflfect 

I  ?',  as  twenty  dollars  circulating  only  once  a  year  or 

,       .  ten  dollars  circulating  twice  a  year.    As  to  Profes- 

sor Fisher's  correctness,  there  can  be  no  doubt  so 
jar  as  his  reasoning  refers  to  raising  the  general 
level  of  prices  throughout  the  world, 
\     1  However,  it  should  also  be  remembered  that  it  is 

:     ;  not  only  the  raising  of  the  prices  of  everything 

which  is  causing  the  present  acute  dissatisfaction, 
but  rather  the  abnormal  increase  in  the  prices  of 
.  certain  necessities.     In  other  words,  as  money  grad- 

ually depreciates  in  value,  there  should  be  no 
social  disturbance  so  long  as  wages,  interest,  rents 
and  every  commodity  likewise  increase  correspond- 
ingly; but  when  wages  do  not  correspondingly  in- 
crease, there  is  dissatisfaction.  In  the  same  way, 
although  Professor  Fisher  correctly  diagnoses  the 
causes  of  the  present  uplift  of  the  world's  price 
level,  yet  the  above  '^equation"  may  not  satisfac- 
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torily  explain  the  abnormal  increase  in  the  prices 
of  a  few  necessities  whicli  ha\  p  increased  above  the 
general  price  level.  For  the  causes  of  inequality 
of  euch  price  mcreasea,  one  may  well  refer  to  the 
writings  of  Professor  Laughlin  of  the  University 
of  Chicago.  In  brief,  he  states  these  to  he  as  fol- 
lows: 

(1)  Credit  and  Prices 

(2)  Changes  in  Expenses  of  Pi'ochiction 

(3)  Tariffs  and  Taxation 

(4)  Wages  and  Unionism 

(5)  Changed  Agneultural  Conditions 

(6)  Monopolies  and  "Trusts" 

(7)  General  Extravagance 

(8)  Speculation 

Why  the  Cost  of  Living  Increases 
Aa  labor  is  in  reality  a  commodity,  the  same  as 
cotton,  iron  and  foodstuffs,  the  price  of  labor  should 
increase  proportionately  with  the  price  of  raw 
materials  and  commodities.  Therefore,  theoreti- 
cally, the  clerk  and  laboring  man  need  give  no 
thought  to  the  "Gold  Theory"  or  the  increased  pro- 
duction of  gold.  "Theoretically"  because,  as  gold 
abnormally  increases  in  amount  and  consequently 
depreciates  in  value,  and  the  prices  of  groceries, 
provisions  and  clothes  increase,  so  wages  should  in- 
crease in  like  proportion.  In  other  words,  as  long 
as  the  laboring  man's  wage  increases  correspond- 
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\  ^  ingly  with  the  increase  in  the  price  of  provisions, 

r  dry  goods,  rent,  etc.,  he  is  neither  worse  oflF  nor 

i  I  better  off  than  before. 

;  Unfortunately,  however,  this  is  where  there  is  a 

difference  between  theory  and  practice.  Owing  to 
the  organization  and  central  control  in  business,  the 
price  of  groceries,  meats,  dry  goods,  etc.,  are  im- 
mediately adjusted  to  any  change  in  the  standard 
of  value, — namely,  gold;  but  owing  to  the  blindness 
of  labor  and  the  fact  that  many  of  our  labor  leaders 
so  little  understood  fundamental  economic  princi- 
•  pies,  the  price  of  labor  does  not  rise  so  rapidly  as 

the  price  of  commodities.    This  especially  applies 

to  non-unionized  labor,  such  as  bookkeepers,  clerks, 

school-teachers   and   other   inside   employees.    Of 

I  course,  in  a  way,  labor  is  very  highly  organized; 

but  it  is  organized  on  the  same  principle  as  the 
;        :  Russian  Empire, — ^namely,  through  the  autocratic 

.   |.  and  unintelligent  efforts  of  its  rulers.     To  accom- 

plish good  results,  something  besides  brute  force, 
arbitrary  rule  and  dynamite  bombs  is  needed  to  ac- 
company organization.  Russia  is  infinitely  mx)re 
organized  than  America;  but  give  us  America  in 
which  to  live. 

All  members  of  labor  organizations  should  insist 
on  electing  educated  leaders,  men  who  understand 
the  fundamental  principles  of  economics.  It  might 
be  well  for  every  Central  Labor  Union  in  our  large 
cities  to  have  classes  in  "Applied  Economics"  in 
order  that  they  might  understand  certain  funda- 
mental principles  relative  to  prices,  wages  and  in- 
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to  TOW  with  the  tide  instead  of  so  often  bucking  up 
against  it. 

The  reason  why  the  capitaUst  and  merchant  are  so 
often  able  to  take  advantage  of  the  laboring  man  is 
simply  because  the  capitalist  has  more  brains.  The 
capitalist  raises  hia  prices  when  fundamental  con- 
ditions warrant  it;  while  he  lets  hia  prices  sag  when 
he  sees  that  lower  prices  are  inevitable,  rather  than 
arbitrarily  hold  them  up.  Many  labor  oi^aniza- 
tions,  not  understanding  these  fundamental  laws  of 
trade  and  prices,  miss  the  real  opporiiunities  of 
obtaining  increased  wages  or  better  conditions,  and 
very  often  strike  at  psychologically  the  wrong  time. 
This  is  one  reason  why  the  price  of  labor  has  not 
always  fluctuated  correspondingly  to  the  average 
price  of  commodities,  and  why  so  many  salaried 
people  are  suffering  today  from  the  increased  pro- 
duction of  gold. 

Effect  on  Interest  Rates  and  Bonds 
Money  is  a  commodity  the  same  as  cotton, 
iron  and  foodstuffs.  Consequently,  if  increased 
gold  production  increases  the  price  of  these  latter 
commodities,  it  must  also  increase  the  rates  of  (or 
"rent"  for)  money;  which  means  that  interest  rates 
must  increase  as  gold  production  abnormally  in- 
creases, and  this  is  nothing  more  than  right  or  fair. 
For  instance,  a  woman  who  is  Uving  on  her  income, 
if  obliged  to  pay  more  for  her  groceries,  rent  and 
clothes,  should  receive  a  higher  rate  of  interest 
(or  "rent")  for  her  money.  Therefore,  interest 
rates  must  increase  with  these  other  commodities. 
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as  8hould  also  be  the  case  with  labor.    It  is,  there- 

t  j  fore,  fair  to  assume  that  so  long  as  gold  continues 

'/I  to  depreciate  in  value,  the  rate  of  interest  should 

^  continue    to    increase    proportionately — ^provided 

that  the  general  confidence  of  the  community  and 
other  factors  remain  the  same.  Granting  that 
the  rate  of  interest  will  gradually  increase,  it  is  a 
simple  matter  to  think  how  this  will  affect  the  prices 
of  bonds  and  fixed  interest-bearing  securities. 
J .  For  instance,  the  4%  bonds  of  the  largest  cities 

•  are  now  selling  approximately  at  par  so  as  to  yield 

investors  4%  on  their  money;  or,  in  the  parlance  of 
,      i  the  trade,  these  municipal  bonds  are  now  said  to 

be  selling  on  a  4%  basis.    If  the  gold  production 

(and  this  possibly  contemplates  a  large  "IF")>  is  to 

*  '  continue  to  increase  abnormally  and  interest  rates 

.  J     I  for  such  loans  increase  from  4%  to  4J%,  jhen 

j  these  cities  some  years  hence  will  be  obliged  to  pay 

'   ■  4|%  on  these  bonds  in  order  to  sell  them  at  par. 

1  This  change  will  affect  all  of  their  issues  so  that  all 

of  the  bonds  of  said  cities  will  then  be  selling  on 

a  4^%  basis.    //   a  bond  is  today  selling  at  par 

and  on  a  4%  basis,  the  same  bond  must  sell  below 

;  par  in  order  to  yield  4  1-2%.    This  means  that 

all  bond  issues  of  said  cities  now  outstanding  may 
some  years  hence  be  selling  for  less  than  they  are 
today. 

Whether  or  not  this  will  happen  depends  on 
whether  or  not  gold  is  to  continue  to  increase 
abnormally  and  depreciate  in  value;  and  it  is  not 
in  the  province  of  this  article  to  discuss  this  sub- 
i4  ject.    Therefore,  readers  must  be  careful  to  note 
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that  it  is  not  stated  that  bonds  are  to  decline  in 
price.  In  fact,  so  far  as  the  immediate  future  is 
concerned,  certain  high  grade  bonds  wiU  prob- 
ably  tend  to  increase  in  price.  Nevertheless,  the 
thought  underlying  the  theory  is,  that  as  the  pro- 
duction of  gold  abnormally  increases  and  thus  de- 
preciates in  value,  the  price  of  commodities  and 
interest  rates  should  likewise  increase;  and  the 
price  of  bonds  and  other  fixed  interest-bearing 
securities  should  decrease. 

According  to  this,  the  price  of  preferred  stocks 
should  likewise  decrease  in  value,  although  this,  of 
course,  includes  only  such  preferred  stocks  as  now 
pay  their  full  dividend  and  are  thoroughly  estab- 
lished and  distributed.  So  far  as  this  applies  to 
certain  high  grade  preferred  stocks,  such  as  Union 
Pacific  Preferred,  C.  M.  &  St.  Paul  Preferred  and 
similar,  seasoned  stocks,  this  doubtless  may  be 
true;  and  if  bonds  decline  in  price,  these  high 
grade,  low-yielding,  preferred  stocks  should  like- 
wise decline  in  price.  It  will  probably  be  a  good 
many  years,  however,  before  this  law  applies  to 
such  preferred  stocks  as  United  States  Steel  Pre- 
ferred, American  Sugar  &  Refining  Preferred,  and 
other  preferred  stocks  now  jdelding  from  6%  to 
7%. 

Effect  on  Common  Stocks 

When  it  comes  to  a  discussion  of  the  effect  of 
increased  gold  production  on  the  prices  of  the  com- 
mon stocks  of  our  leading  railroads  and  industrials, 
two  other  factors  must  be  considered,  viz.: 
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(1)  If,  owing  to  abnormal  gold  production,  the 
price  of  money  is  to  increase,  a  railroad,  which  a 
few  years  ago  when  interest  rates  were  low,  issued 
some  one-hundred  year  bonds  at  3J%  interest 
— as  did  the  New  York  Central  &  Hudson  Biver 
Railroad  Company — ^will  have  a  distinct  advantage 
over  competitors,  who  must  continue  to  borrow 
at  high  rates.  Even  now  the  New  York  Central 
must  pay  fully  1%  more  than  it  paid  when  the 
3i%  bonds  were  issued  in  1897;  and  if  the  ideas 
of  the  exponents  of  the  "Gold  Theory"  are  to  be- 
come true,  the  time  may  arrive  when  corpora- 
tions like  the  New  York  Central  must  issue  6% 
bonds  in  order  to  sell  them  at  par.  It  therefore 
will  be  seen  that  if  gold  is  to  continue  to  depreciate 
in  value,  the  investor  should  purchase  only  short 
time  securities;  whi}^  railroads  and  industrial  car- 
porations  should  borrow  for  the  longest  time  pos- 
sible. 

For  instance,  assume  that  a  railroad  has  $100,- 
000,000  of  3|%  bonds  which  it  issued  some 
years  ago  at  par  and  also  has  $100,000,000  of 
stock,  upon  which  it  now  pays  5%.  Assume  that 
a  competitive  line,  some  years  hence,  must  issue 
$100,000,000  of  bonds,  but  owing  to  the  deprecia- 
tion in  gold,  must  issue  them  as  5|%  bonds 
instead  of  3J%  bonds.  If  all  other  conditions 
are  the  same,  and  if  both  roads  are  now  able  to  pay 
5%  on  their  stocks,  the  first  mentioned  road  which 
already  funded  its  debt  at  3^%  should  in  years 
to  come  be  better  able  to  pay  2%  more  on  its 
1,000,000  of  stock  than  the  competitive  road 
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will  be  able  to  pay  on  its  $100,000,000  of  stock. 
In  other  words,  if  gold  continues  to  depreciate 
abnormally  in  value,  although  the  stocks  of  both 
roads  are  now  paying  5%,  it  is  easy  to  imagine 
that  the  time  will  come  when  the  first  road  with  a 
funded  debt  on  a  3j%  basis  will  pay  7%,  while 
the  second  mentioned  road  with  a  funded  debt  on 
a  5§%  basis  can  still  pay  only  5%.  In  view  of 
this  fad,  it  is  the  common  stocks  of  our  railroads 
which  wiU  be  helped  by  this  depreciation  in  gold; 
and  such  stocks — instead  of  dedining  in  price,  as 
in  the  case  of  bonds — should  increase  in  price  or 
at  least  hold  their  own.  This  latter  phrase  is  added 
because — according  to  the  theory  in  the  foregoing 
paragraph — if  this  depression  takes  place,  the 
7%  stocks  of  the  first  mentioned  road  will  then  be 
selling  for  only  what  this  5%  stock  is  selling  for 
today,  owing  to  the  fact  that  all  interest  rates  have 
increased  correspondingly.  In  such  a  case,  instead 
of  the  stock  of  the  first  mentioned  road  sellhig 
higher  some  years  hence,  this  will  simply  hold  its 
own;  while  the  stock  of  the  second  mentioned  road, 
which  has  not  yet  refunded  its  indebtedness  at  a 
low  rate,  will  decline  in  price. 

(2)  Not  only  should  the  corporations  which 
have  already  refunded  their  indebtedness  at  a  low 
rate  receive  an  increased  income  therefrom,  but 
they  should  be  allowed  to  increase  their  rates  or 
"selhng  prices"  in  accordance  with  the  increase  in 
everything  else.  If  the  prices  of  raw  materials, 
manufactured  goods,  wages  and  interest  all  increase, 
there  is  no  reason  why  freight  rates  and  passenger 
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rates  also  should  not  be  allowed  to  increase.  As 
prices  and  prosperity  increase,  there  is  no  reason 
why  railroads  should  not  be  allowed  to  share  this 
preater  prosperity  with  others,  and  there  is  no 
doubt  but  what  they  must  be  to  a  certain  extent. 
It  is  believed  by  some  that  increased  gold  produc- 
tion causes  a  certain  abnormal,  speculative  atmos- 
phere which  takes  the  appearance  of  general  in- 
creased prosperity  and  also  increases  gross  earn- 
ings, which  in  turn  should  still  further  increase 
the  value  of  corporation  common  stocks.  Of 
course,  theoretically,  a  very  large  amount— if  not 
aJl  of  this  increase — will  be  absorbed  through 
operating  expenses,  as  more  must  be  paid  for  mate- 
lials,  more  for  labor,  and  more  for  real  estate  ajid 
every  other  item  purchased.  One  cannot  beat  the 
laws  governing  this  universe,  all  of  which  are 
fundamentally  based  on  Newton's  great  law; 
"Action  and  reaction  are  equal." 

Therefore,  there  is  little  doubt  as  to  whether  the 
advantage,  which  the  enthusiastic  supporters  of  the 
Gold  Theory  imagine,  will  come  to  the  common 
stocks  of  our  large  railroads  and  other  corporations. 
Law  is  law,  and  there  is  no  way  yet  discovered 
whereby  it  is  possible  to  obtain  more  than  one  hun- 
dred cents  from  one  dollar.  Although  the  pur- 
chaser of  common  stocks  may  see  his  dividends 
increase  if  gold  depreciates  ui  value,  it  is  bard  to 
see  why  the  price  of  these  stocks  should  materially 
increase,  although  they  may  hold  up  better  than 
certain  preferred  stocks  and  bonds.  In  other 
words,  the  only  advantage  which  a  holder  of  common 
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stocks  can  receive  is  that  he  may  not  be  affected 
adversely  if  gold  abnormally  increases. 

With  certain  industrials  which  have  large  sup- 
plies of  raw  materials,  such  as  the  United  States 
Steel  Corporation  and  some  of  the  fertilizer  com- 
panies, this  may  be  a  different  proposition.  Rising 
prices  for  commodities  may  not  interfere  with  the 
earning  power  of  corporations  which  sell  commod- 
ities, the  prices  of  which  are  not  limited  by  law. 
In  fact,  these  corporations  are,  in  many  cases, 
gainers  by  this  influence  which  tends  to  advance 
prices.  (It  may  be  added  here  that  railroad  com- 
panies which  own  valuable  coal  lands,  etc.,  may 
find  that  in  case  of  a  great  use  in  commodities,  such 
property  may  be  a  factor  in  increasing  the  price 
of  their  stocks.  The  railroad  company,  then, 
may  be  considered  as  pre-eminently  a  seller  of 
transportation  and  has  been  so  regarded  herein.) 
Most  corporations,  however,  whose  products  are 
subject  to  regulation  by  law,  such  as  traction,  gas 
and  electric  lighting  companies,  etc.,  are  subject  to 
practically  the  same  influences  as  those  which 
operate  against  the  prices  of  railroad  stocks.  Their 
cost  of  production  advances  easily  and  inevit- 
ably, and  the  selling  price  remains  fixed,  or  ad- 
vances with  diflSculty  and  under  protest. 

Something  Else  to  Think  About 

But  what  if,  instead  of  gold  abnormally  increas- 
ing in  production,  it  should  abnormally  decrease. 
This  certainly  is  something  worth  thinking  about. 
Every  mine  has  a  bottom  just  as  truly  as  every 
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apple,  barrel.  Thus  the  day  is  coming  when  the 
gold  mine  will  become  exhausted,  for  certain  of  the 
best  mines  are  now  approaching  this  point.  Of 
course,  new  discoveries  are  being  made  in  Alaska, 
Canada  and  other  portions  of  the  world;  but  is  it 
not  as  legitimate  to  assume  that  fifty  years  hence 
the  production  of  gold  will  be  abnormally  small,  as 
that  it  will  be  abnormally  great?  The  practical 
answer  to  this  question,  so  far  as  we  can  be  inter- 
ested during  our  Ufethne,  depends  upon  whether 
or  not  the  very  low  grade  ores  can  be  used. 

As  is  known,  the  sea  water  contams  a  certam  per- 
centage of  gold,  and  there  are  hundreds  of  thou- 
sands of  acres  of  gold  lands  throughout  our  south- 
em  states  that  contain  about  one  hundred  cents  to  a 
ton  in  gold.  At  the  present  time,  no  ore  can  be 
treated  that  runs  less  than  about  two  dollars  per 
ton;  but  if  some  new  method  is  discovered  to  ex- 
tract these  low  grade  ores,  then  the  production  of 
gold  will  suddenly  abnormally  increase,  which  will 
be  accompanied  by  an  increase  in  the  price  of  com- 
modities, wages,  rents  and  interest  rates.  This 
will  be  accompanied  by  a  decrease  in  the  prices  of 
long-term  bonds  and  certain  preferred  stocks, 
although  the  prices  of  railroad  stocks  may  tempo- 
rarily increase,  while  the  prices  of  certain  indus- 
trial shares  of  corporations  not  subject  to  govern- 
ment control  and  speculative  commodites  should 
increase. 

On  the  other  hand,  if  no  method  is  ever  dis- 
covered whereby  these  low  grade  ores  can  be  ex- 
tracted at  a  profit  and  no  further  discoveries  of 
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consequence  are  made,  then  o\ir  present  mines  will 
gradually  become  exhausted  and  the  production  of 
gold  will  become  abnormally  small  and  the  reverse 
will  happen.  In  this  case,  the  present  holder  of 
long  term  bonds  will  have  the  advantage  over 
everybody  else,  for  wages,  commoditiea,  interest 
rates,  etc.,  will  all  dechnp;  while  he  will  have  a 
fixed  income  at  a  rate  much  above  the  market.  In 
short,  it  is  entirely  possible  to  imagine  that  things 
may  work  around  in  this  unexpected  way,  and  that 
fifty  years  hence  the  New  York  Central  &  Hudson 
River  Railroad  Company  and  other  roads  may  be 
able  to  issue  bonds  at  4J%  interest.  In  this 
case,  the  bondholder  who  now  has  these  roads  "tied 
up"  at  3j%  for  one  hundred  years  will  have  the 
best  part  of  the  bargain. 

The  following  points  are  submitted  which  have 
been  prepared  by  Mr.  Byron  W.  Holt,  who  has 
probably  made  a  more  exhaustive  study  of  this 
subject  than  any  other  person  with  the  possible 
exceptions  of  Senator  Burton  of  Ohio  and  Professor 
Irving  Fisher,  of  Yale  University. 

f  gold  are  likely  to  in- 


5 — High  interest  rates  mean  lower  prices  for  bonda 
other  long-time  obligatioDS  drawing  fixed  rates  of  interest, 
dividends,  or  income. 
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6 — Rising  prices  increase  the  cost  of  materials  and  of  * 
operation  ana  t«nd  to  decrease  the  net  profite  of  all  concerns,  i 
the  prices  of  whose  products  or  services  either  cannot  be ' 
advanced  at  all,  or  are  not  free  to  advance  rapidly. 


8 — RJtDng  prices  of  commodities  tend  to  cause  the  prices  ol 
all  tangtble  jiroperty  to  rise.  This  includes  land,  minei, 
forests,  DuildmgB  and  improvements. 

9— Riging  prices  of  commodities  and  propert}[  tend  to  in- 
crease the  value  of  the  eecuritica  of  corporations  holding 
commodities  or  property. 

10 — Riui^  prices  and  cost  of  tivii^  necesatates  hi^wr 

noney  wages,  though  the  rise  of  -    ----- 1"  i-"--    .  

distance  b^nd  the  rise  of  prices. 

1 1 — As  rising  prices  do  not  mean  increased  profits  to  aQ 
concerns,  many  employers  will  not  concede  higher  wagea 

without  strikes. 

12 — Rimi^  prices  and  wa^es,  therefore,  mean  dwindling 
profits  and  troublous  times  m  many  industries,  with  com* 
plete  ruin  as  the  final  goal. 

13 — Because  wages  will  not  rise  as  fast  or  as  much  M 
prices  and  the  cost  of  Kving,  there  will  be  dissatisfaction  and 
unrest  among  wage  and  salary  earners. 

14^RiBii^  prices  of  commodities  and  property  encourajje 
speculation  m  commodities,  stocks  and  real  estate  and  dis- 
courage honest  industry. 


18 — As  rising  prices  decrease  the  purchasing  power  irf 
debts,  and  thus  aid  debtors  at  the  expense  of  creditors,  they 
discourage  saving  and  thrift. 


therefore,  stimulate  production. 

18 — Rising  prices  result  in  what  is  real  prosperity  for 
many  industries;  but  what  is  for  a  nation  as  a  whole,  ar- 
tificial  or  sham  prosperity — the  result  of  marking  up  prices 
rather  than  increasing  production. 
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6 — Riui^  prices  increase  tJie  cost  of  materiaJs  and  of 
operation  ana  tend  to  decrease  the  net  pro&te  of  all  concerns, 
the  prices  of  whose  products  or  services  either  cannot  bo  ', 
advanced  at  all,  or  are  not  free  to  advance  rapidly.  i 

7 — Rising  prices  t«nd  to  increase  the  net  profits  of  all  ctm- 
cems  that  own  their  own  sources  of  materials  and  supplies. 

g — Rising  prices  of  commodities  t«Dd  to  cause  the  prices  «( 
all  tangible  property  to  rise.  This  includes  land,  fflinM^ 
forests,  buildings  and  improvements. 

9— 'Ri^ng  prices  of  commodities  and  property  tend  to  in- 
crease the  value  of  the  securities  of  corporations  holding 
commodities  or  property. 

lO^RJMng  prices  and  cost  of  living  necessitates  higher 
money  wages,  though  the  rise  of  wages  will  follow  at  some 
distance  behind  the  rise  of  prices. 

II — As  rising  prices  do  m 
concerns,  many  employers 
without  strikes. 

12 — ^Rising  prices  and  wages,  therefore,  mean  dwindlii^ 
profits  and  troublous  times  m  many  industries,  with  com- 
plete ruin  as  the  finul  goal. 

13 — Because  wages  will  not  rise  as  fast  or  as  much  M 
prices  and  the  cost  of  livinK,  there  will  be  dissatisfaction  and 
unrest  amoi^  wage  and  salary  earners. 

14— Rising  prices  of  commodities  and  property  encoura^ 
speculation  in  commodities,  stocks  and  real  estate  and  dis- 
courage honest  industry. 

IS — Thus,  rising  prices,  '^y  diminishing  the  incomes  rf 
"safe"  investments  in  "gilt  edge"  bonds  and  stocks  and  by 
increasing  the  profits  of  speculators  encourage  extravagance, 
recklessness  and  thriftlessQCSS. 


discourage  saving  and  thrift, 

X  prices  then,  by  promoting  speculation  and  ex- 


18 — Rising  prices  result  in  what  is  real  prosperity  for 
many  industries;  but  what  is  for  a  nation  as  a  whole,  ar- 
tificial or  sham  prosperity — the  result  of  marking  up  prices 
rather  than  increa^ng  production. 
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6 — Rising  prices  increase  the  cost  of  materials  and 
operation  and  tend  to  decrease  the  net  profits  of  ail  com 
the  prices  of  whose  products  or  services  either  cannot 
advanced  at  all,  or  are  not  free  to  advance  rapidly. 

7 — ^Rising  prices  tend  to  increase  the  net  profits  oi  all 
cems  that  own  their  own  sources  of  materials  and  supplies. 

8 — Rising  prices  of  conmiodities  tend  to  cause  the  prices 
all  tangible  property  to  rise.     This  includes  land, 
forests,  buildmgs  and  improvements. 

9 — Rising  prices  of  conmiodities  and  property  tend  to  b 
crease  the  value  of  the  securities  of  corporations  holdiiue.-] 
commodities  or  property.  ^ 

10 — Rising  prices  and  cost  of  living  necessitates  higjier 
money  wages,  though  the  rise  of  wages  will  follow  at  some  ' 
distance  behind  the  rise  of  prices. 

11 — ^As  rising  prices  do  not  mean  increased  profits  to  all 
concerns,  many  employers  will  not  concede  hi^er  wages 
without  strikes. 

12 — Rising  prices  and  wa^es,  therefore,  mean  dwindling 
profits  and  troublous  times  in  many  industries,  with  com- 
plete ruin  as  the  final  goaL 


13 — Because  wages  will  not  rise  as  fast  or  as  much 
prices  and  the  cost  of  living,  there  will  be  dissati^action  and 
unrest  among  wage  and  salary  earners. 

14 — Rising  prices  of  commodities  and  property  encoura^ 
speculation  in  commodities,  stocks  and  real  estate  and  diB- 
courage  honest  industry. 

15 — Thus,  rising  prices,  ^y  diminishing  the  incomes  of 
"safe"  investments  in  "gilt  edge"  bonds  and  stocks  and  by 
increasing  the  profits  of  speculators  encourage  extravagance, 
recklessness  and  thriftlessness. 

16 — As  rising  prices  decrease  the  purchasing  power  of 
debts,  and  thus  aid  debtors  at  the  expense  of  creditors,  they 
discourage  saving  and  thrift. 

17 — Rising  prices  then,  by  promoting  speculation  and  ex- 
travagance, increase  consumption,  especially  of  luxuries,  and, 
therefore,  stimulate  production. 

18 — Rising  prices  result  in  what  is  real  prosperity  for 
many  industries;  but  what  is  for  a  nation  as  a  whole,  ar- 
tificial or  sham  prosperity — the  result  of  marking  up  prices 
rather  than  increasing  production. 


«*•«• 


366 


BONDS  AND  STOCKS 


. * .   . •■  ■' 

'.4 

■;  c 


6 — Rising  prices  increase  the  cost  of  materials  and  af^ 
operation  and  tend  to  decrease  the  net  profits  of  all  concemfld 
the  prices  of  whose  products  or  services  either  cannot  ba 
advanced  at  all,  or  are  not  free  to  advance  rapidly. 

7 — Rising  prices  tend  to  increase  the  net  profits  of  all  ocm?, 
cems  that  own  their  own  sources  of  materials  and  supplies. 

8 — Rising  prices  of  conmiodities  tend  to  cause  the  prices  of  ] 
all  tangible  propertv  to  rise.  This  includes  land,  minefl^  i 
forests,  buildmgs  and  unprovements. 

9 — Rising  prices  of  commodities  and  property  tend  to  in^ 
crease  the  value  of  the  securities  of  corporations  holding 
conmiodities  or  property. 

10 — Rising  prices  and  cost  of  living  necessitates  higher 
money  wages,  though  the  rise  of  wages  will  follow  at  some 
distance  behind  the  rise  of  prices. 

11 — As  rising  prices  do  not  mean  increased  profits  to  all 
concerns,  many  employers  will  not  concede  higher  wagea 
without  strikes. 

12 — Rising  prices  and  wages,  therefore,  mean  dwindling 
profits  and  troublous  times  in  many  industries,  with  com- 
plete ruin  as  the  final  goal. 


13 — Because  wages  will  not  rise  as  fast  or  as  much 
prices  and  the  cost  of  living,  there  will  be  dissatisfaction  and 
unrest  among  wage  and  salary  earners. 

14 — Rising  prices  of  commodities  and  property  encourage 
speculation  in  commodities,  stocks  and  real  estate  and  dis- 
courage honest  industry. 

15 — Thus,  rising  prices,  ^y  diminishing  the  incomes  of 
"safe"  investments  in  "gilt  edge"  bonds  and  stocks  and  by 
increasing  the  profits  of  speculators  encourage  extravagance, 
recklessness  and  thriftlessness. 

16 — As  rising  prices  decrease  the  purchasing  power  of 
debts,  and  thus  aid  debtors  at  the  expense  of  creditors,  they 
discourage  saving  and  thrift. 

17 — Rising  prices  then,  by  promoting  speculation  and  ex- 
travagance, increase  consumption,  especially  of  luxuries,  and, 
therefore,  stimulate  production. 

18 — Rising  prices  result  in  what  is  real  prosperity  for 
many  industries;  but  what  is  for  a  nation  as  a  whole,  ar- 
tificial or  sham  prosperity — the  result  of  marking  up  prices 
rather  than  increasing  production. 
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0 — Riamg  prices  increase  the  cost  of  materialB  and 
oiieratiim  and  tend  to  decrease  the  net  profits  of  all  concer 
the  pricea  of  whoBe  products  or  aervicee  either  cannot 
advanced  at  all,  or  are  not  free  to  advance  rapidly. 

7 — Rising  pricea  tend  to  increaae  the  net  profits  of  all  c( 
cema  that  own  their  own  aources  of  materials  and  eupplies 

8 — RiBiDg  prices  of  commodities  t«nd  to  cause  the  pricea 
all   tanmble   propprty   to   riae.     This  includea   land, 
foreats,  buildmgs  and  improvements. 

9 — Rising  pricea  of  commodities  and  property  tend 
Wfiftse  the  value  of  the   securitioa  of  corporations  holding 
eommoditiea  or  property. 

10 — Riaing  pricea  and   cost  of  living  necesaitateB  higlm< 
money  wages,  though  the  rise  of  wages  will  follow  at  » 
distance  behind  the  riae  of  prices. 

1 1 — Aa  riaing  pricea  do  not  me 
concerns,  many  employers  will  i 
without  strikes. 

12 — Rising  prices  and  wages,  therefore,  mean  dwindii 
profits  and  troublous  times  in  many  industries,  with  co 
plet«  ruin  as  the  final  goal. 

13 — Because  wages  will  not  rise  as  faat  or  as  much 
prices  and  the  coat  of  living,  there  will  be  diesatisf action  a 
unrest  among  wage  and  salary  earners. 

14 — Rising  prices  of  commodities  and  property  enooun 
apeculation  in  commodities,  atocka  and  real  estate  and  c 
courage  honest  industry. 

15 — Thus,  rising  pricea,  '■y  diminishing  the  incomefl 
"safe"  investments  in  "gilt  edge"  bonds  and  atocka  and  lj_^^ 
increasing  the  profits  of  specutators  encourage  extravagaiUM 
recklessness  and  thriftlessness. 

16 — ^As  rising  prices  decrease  the  purchasing  power 
debts,  and  thus  aid  debtors  at  the  expense  of  creditoni,  tl 
discourage  saving  and  thrift. 

17 — Rising  prices  then,  by  promoting  speculation  and  i 
travagance,  increase  consumption,  especially  of  luxuries,  ai 
therefore,  stimulate  production. 

18 — Riang  prices  result  in  what  is  real  prosperity  U 
many  industries;  but  what  is  for  a  nation  as  a  whole,  i 
tificial  or  sham  prosperity — the  result  of  marking  up  piii 
rather  than  increaang  production. 
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19 — With  prioea,  wages,  rates  and  industriea  always  im- 
perfectly adjuHted  to  the  ever  depreciating  value  of  gold,  and 
with  instability  and  uncertainty  throughout  the  finajicial 
world,  there  cannot  but  be  a  great  Bhiftjng  around  of  values 
and  of  titles  to  property. 

20 — Aa  this  ehifting  is  to  the  advantage  of  the  debtors — 
the  rich — and  to  thR  disadvantage  of  the  creditors — the  great 
,  middle  claas — it  results  in  rapidly  concentrating  wealui  in 
the  hands  of  a  comparatively  few. 

21 — For  all  of  these  reasons,  a  prolonged  period  of  rapidly 
rising  prices  is  reasonably  certain  to  become  a  period  of 
unrest,   discontent,   agitation,   strikes,   riots,   rebellions  and 

22 — A  rapidly  depreciating  standard  of  value  then,  if  long 
continued,  not  only  produces  most  important  results  in  the 
financial,  industrial  and  commercial  world,  but  is  likely  to 
result  in  changes  of  great  consequence  in  the  political,  aodol 
and  reUgiouB  world. 

Leading  bankers  believe  that  the  chances  are 
about  even  as  to  whether  the  gold  supply  ia  to  in- 
crease abnormally  or  whether  it  ia  to  decrease  ab- 
nonnally,  or  in  other  words,  that  the  conditions 
may  so  adjust  themselves  that  the  gold  factor  need 
not  be  seriously  considered  at  the  moment.  There- 
fore, the  investor  had  better  forget  all  about  the 
"Gold  Theory"  so  far  as  it  applies  to  investments 
and  devote  his  enei^  to  seeing  that  his  wages  or 
profits  are  adjusted  in  accordance  with  the  cost 
of  rents,  clothing  and  foodstufEs.  The  "Gold 
Theory,"  as  a  theory,  is  absolutely  sound;  but 
'.vhich  way  it  is  going  to  work  nobody  knows.  It 
is  perfectly  safe  to  say:  "If  it  is  going  to  rain  to- 
morrow, you  should  be  sure  to  take  a  raincoat  and 
umbrella."  This  is  a  sound  theory,  but  what  you 
really  want  to  know  is  whether  it  is  or  is  not  goii^ 
to  rain  tomorrow;  and  this  nobody  knows. 
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Edison  on  the  Effects  of  the  Increased 
Gold  Production 

Very  few  people  realize  that  Thomas  A.  Edison 
ia  one  of  the  best  informed  men  in  America  on  the 
production  of  gold.  Edison  ia  known  the  world 
over  as  America's  greatest  inventor,  having  prob- 
ably done  more  to  make  practical  use  of  electricity 
than  any  other  living  man.  He  ia,  however,  a 
much  broadei'  man  than  one  simply  interested  in 
electrical  and  mechanical  investigations;  in  fact, 
he  is  wonderfully  well  informed  on  almost  every 
subject. 

Although  during  the  last  few  years  he  has  had 
more  time  to  give  to  general  topics  than  previously, 
yet  it  is  probably  through  his  chemical  research 
work  that  be  has  become  interested  in  the  "Gold 
Theory."  He  and  hia  great  organization  in  some 
of  their  experiments  have  come  very  close  to  dis- 
covering some  process  whereby  gold  may  be  profit- 
ably extracted  from  common  clay.  The  tremen- 
dous importance  of  such  a  discovery  has  actually 
frightened  him. 

Few  men  give  so  little  thought  and  have  so  slight 
a  desire  for  money  as  has  Mr.  Edison,  and  there- 
fore it  was  not  the  possibility  of  making  gold  for 
himself  that  thrilled  him  while  carrying  on  these 
experiments;  but  the  fear  that,  should  his  experi- 
ments be  successful,  he  would  shake  the  entire  com- 
mercial, industrial  and  investment  world  to  its  very 
foundations.  Certainly  such  a  discovery  would 
cause  a  greater  world  panic  or  industrial  and  social 
revolution  than  history  has  ever  witnessed. 
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But  this  is  not  all.  Mr.  Edison's  experiments 
have  not  been  limited  to  the  walls  of  his  laboratory 
at  Orange,  N.  J.;  he  has  spent  lai^e  sums  of  money 
in  the  South  on  practical  and  extensive  operations. 
As  is  well  known,  in  a  certain  section  of  the  coun- 
try there  is  a  kind  of  clay  which  contains  almost 
enough  gold  to  make  its  workings  profitable.  There 
are  but  few,  if  any,  which  at  the  present  time  are 
being  worked,  wherein  there  is  less  than  about 
three  dollars  to  the  ton.  The  moat  important  great 
beds  of  clay  run  about  a  dollar  to  the  ton,  and  when 
some  process  is  discovered  which  will  enable  these 
dollar  clays  to  be  profitably  operated,  something 
vital  will  happen  to  our  "Gold  Standard." 

Mr.  Edison  states  that  under  the  city  of  Phil- 
adelphia is  a  stretch  of  clay  forty  miles  long  which 
assayed  thirty  cents  to  the  ton,  and  that  in  this 
little  belt  alone  is  more  gold  than  all  the  free  gold 
today  in  the  vaults  of  the  United  States  Treasury. 
In  discuBsmg  these  and  other  deposits  with  the 
writer  he  spoke  of  the  very  limited  use  of  gold  in 
the  arts  and  manufactures,  and  said,  "Doesn't  it 
seem  strange  for  the  entire  financial  systems  of  the 
world's  greatest  countries  to  be  foimded  on  a  metal, 
for  which  the  only  use  we  have  is  to  gild  picture 
frames  and  fill  teeth?" 

Of  course,  no  discovery  has  yet  been  made  to  use 
these  very  low-grade  clays;  but  Mr.  Edison  stated 
that  it  is  not  only  entirely  possible  but  very  prob- 
able that  some  such  discovery  will  be  made  within  a 
reasonably  short  time.  Experiments,  which  he  and 
others  are  making,   are  bringing  such  discoveries 
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nearer  every  day  and  even  tomorrow  some  chemic^ 
process  may  be  found  to  successfully  bring  about 
this  most  wonderful  and  far-reaching  result.  When 
it  is  considered  that  this  clay  exists  in  very  large 
quantities  throughout  the  entire  United  States,  and 
that  even  the  sea  water  is  said  to  contain  five  cents 
worth  of  gold  to  every  cubic  yard,  the  great  im- 
portance of  the  work  is  self-evident. 

At  the  present  time  the  monetary  systems  of  the 
world  are  based  on  the  fact  that  the  Bank  of  Eng- 
land must,  by  law,  be  ready  to  purchase  all  gold  of 
standard  fineness  at  77  shillings  9  pence  per  troy 
ounce,  and  that  any  person  can  bring  gold  to  our 
United  States  Treasury  and  receive  gold  certificates 
ther^or  on  a  similar  basis.  The  result  of  this  is 
that  any  one  having  a  gold  mine  is  in  a  different 
position  from  almost  any  one  else  in  the  world,  as 
his  product  is  not  subject  to  supply  and  demand 
in  the  ordinary  sense,  but  he  can  take  it  directly 
to  the  Bank  of  Ei^land  or  to  the  United  States 
Treasury  and  receive  money  for  it  at  this  fixed  rate, 
which  money  he  can  use  for  the  purchase  of  goods 
at  any  store.  ■ 

It  will  be  seen,  therefore,  that  if  some  man 
should  discover  an  almost  unlimited  amount  of 
gold,  he  would  not  bring  down  the  price  of  that 
gold  in  the  terms  of  money,  the  same  as  if  he  dis- 
covered any  other  commodity;  but  he  could  go  to 
the  Bank  of  England  or  to  the  United  States  Treas- 
ury and  obtain  an  unlimited  supply  of  gold  certifi- 
cates in  exchange.  Now  it  can  be  readily  seen  that 
although  some  man  should  have  an  unlimited  sup- 
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ply  of  gold  and  could  obtain  an  unlimited  supply  of 
bills  from  the  Bank   of   England   or   the  United 

(States  government,  yet  as  soon  as  the  people,  who 
own  real  commodities  such  aa  wheat,  iron  and  mer- 
diandise  become  aware  of  this  fact,  they  would  not 
Bell  him  their  real  commodities  at  prices  at  which 
they  held  them  before  hie  discovery,  but  would  im- 
mediately advance  their  prices.  In  other  words,  the 
more  money  he  might  manufacture,  the  leas  people 
would  care  for  it  and  consequently,  they  would 
want  more  money  for  the  real  conmiodities  which 

»they  give  him  in  exchange.     A  ton  of  iron,  a  bale 
of  cotton,  or  a  bushel  of  wheat  is  much  more  use- 
ful, intrinsically,  than  a  thousand  dollars  in  bills, 
or  even  the  actual  gold  which  these  bills  represent. 
Of  course,  this  is  a  radical  illustration;  but  Mr. 
Edison  insists  that  a  process  similar  in  principle  b 
now  slowly  going  on.     Gold  is  actually  becoming 
^more  common,   the  miners   are  rushing  it  to  the 
LTJnited  States  Mint  too  rapidly,  and  the  merchants 
o  whom  they  offer  it  are  unconsciously  feeling  that  it 
■is  depreciating  in  value  and  consequently  are  raia- 
viog  the  prices  on  their  goods  to  correspond.     Of 
l^oourse  this  is  hard  on  those  of  us  who  have  not  gold 
lues  and  are  dependent  on  fixed  salaries  or  on  the 
bicome  from  long  term  bonds;  but  it  is  impossible 
for  the  storekeeper  to  have  one  price  for  the  miner 
and  another  for  the  wage  earner.     Therefore,  we 
must  pay  these  increased  prices. 
^H      This  great  increase  in  the  gold  production  about 
^^■irhich  Mr,  Edison  talks,  is  well  illustrated  in  the 
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the  world's  production  of  gold;  by  a  heavy  dotted 
line,  the  production  of  gold  in  the  United  States 
and  by  a  light  dotted  line,  the  production  of  gold  in 
the  Rand  Mines.  It  will  be  seen  that  the  total 
yearly  production  has  increased  from  5,749,306 
fine  ounces  in  1890  to  over  22,000,000  in  1913 
which  is  having  three  effects,  viz. : 

(1)  This  increased  production  is  causing  a  gen- 
eral increase  in  prices. 

(2)  When  this  increased  production  increases 
too  rapidly,  it  is  like  giving  a  child  too  much  money 
to  spend.  It  causes  a  great  recklessness  among 
the  wealthy  and  great  discontent  among  the  poor, 
spreading  seed  for  a  financial  and  social  revolution, 
an  effect  which  is  the  real  evil  of  the  increased  pro- 
duction of  gold. 

(3)  The  last  and  most  interesting  result  is  on 
the  investor  and  the  prices  of  stocks  and  bonds  as 
has  already  been. explained.  This  is  best  described 
by  Mr.  Edison's  own  words,  which  are  submitted 
verbatim,  Mr.  Edison  having  written  these  con- 
clusions for  the  writer's  personal  use. 

*'A11  the  great  government,  state,  municipal  and 
railroad  loans  of  the  world  are  represented  by  long 
term  bonds.  These  bonds  are  payable  in  a  certain 
commodity  of  a  certain  weight  and  degree  of  pu- 
rity. This  commodity  has  very  little  intrinsic  value; 
little  is  used  in  the  arts,  it  is  kept  in  vaults  and 
shuttlecocked  between  financial  centers,  melted, 
coined  and  remelted.  It  is  a  mobile  commodity 
which  is  accumulative;  it  has  been  accumulating 
since  the  dawn  of  history.     Its  only  value  resides 
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in  the  braia  of  man.  All  men  agree  to  accept  it 
aa  a  measure;  nearly  all  other  commodities  are 
more  desirable  to  meet  physical  wants  which  will 
never  change,  but  gold  is  a  commodity  of  the  imag- 
ination. 

"Modem  methods  in  mining,  modem  ehemical 
discoveries,  increased  intelligence  and  scientific 
business  methods  have  led  and  is  still  leading  to  the 
production  in  the  last  fifteen  years  of  an  immense 
amount  of  gold.  Every  year,  the  average  will  in- 
crease at  a  greater  ratio,  and  when  scieni'e  has 
advanced  a  little  more,  the  gigantic  and  absolutely 
inexhaustible  deposits  within  the  low  grade  clays  of 
gold  countries  will  be  worked  at  a  high  profit.  The 
world's  business  has  increased  so  enormously  that 
the  increased  production  of  gold  has  heretofore 
fitted  in;  but  this  point  has  been  passed.  Gold 
production  will  hereafter  increase  faster  than  busi- 
ness. 

"The  mass  of  this  commodity  will  become  a 
burden.  Thinking  masters  of  capital  will  hesitate 
to  loan  money  to  be  repaid  at  some  long  period  in 
the  future  with  this  commodity.  If  they  loan  at 
all  and  place  themselves  at  the  mercy  of  a  steam 
shovel  and  chemical  works,  the  calculated  deteriora- 
tion as  to  its  value  over  the  loan  period  will  have  to 
be  paid  by  the  borrower  at  an  increased  rate  of  in- 
terest. Railroads  are  hoping  for  the  return  of  a 
period  when  they  can  sell  low  interest-bearing 
bonds.  In  my  opinion  thai  period  will  never  arme 
with  the  loan  payable  in  gold.  The  day  of  3j% 
for  the  best  borrowers  haa  passed  never  to  return, 
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and  long  term  boncja  will  not  be  so  desirable  as  they 
have  been  in  the  past.  The  rapid  advance  in  iutoi- 
ligence  and  education  in  the  science  of  money  ami 
values  is  bound  to  disturb  the  blind  and  orthodox 
belief  in  the  value  uf  gold  as  a  commodity.  More 
and  more  shall  we  see  that  it  is  safer  to  own  the 
stocks  of  say  &  railroad  having  no  bonds,  thau  the 
bonds  of  a  railroad  because  the  stock  ownership 
represents  good  property,  something  intrinsieaily 
valuable;  whereas  with  the  bonds,  speculators  could 
step  in  and  pay  them  off  with  a  depreciated  com- 
modity. 

"To  my  mind,  merchaiUs'  notes  taken  for  goods 
sold  or  advances  on  goods  in  transit  are  the  highest 
securities;  next,  short  term  slate  securities  with  the 
taxing  power  behind  them,  and  short  time  real  estate 
mortgages." 

Considerii^  that  unlike  many  professional  econ- 
omists and  academic  students,  Mr.  Edison  is. 
thoroughly  familiar  with  the  mechaiucal  and  chem- 
ical side  of  this  great  problem  as  well  as  the  theoret- 
ical, this  is  the  most  astounding  statement  on  the 
"Gold  Theory"  that  has  ever  come  from  the  pen  of 
any  living  man  and  is  certainly  worthy  of  the  most 
careful  considei'ation  by  every  banker,  merchajit 
and  investor  on  this  civilized  globe. 


CHAPTER  XXII 

INVESTING  IN  NEW  PROPOSITIONS 

A  SHORT  time  ago,  a  famous  civil  engineer 
asked  the  writer's  advice  relative  to  some 
investmenta  which  he  holds.  He  stated 
that  his  investments  had  been  very  unfortunate, 
and  although  his  professional  income  had  been 
lai^e  for  a  number  of  years,  he  had  succeeded  in 
saving  only  a  comparatively  small  amount  of  money. 
This  man  is  supposed  to  have  splendid  judgment 
and  la  himself  consulted  on  very  important  prob- 
lems, but  his  list  of  holdings  consisted  mostly  of 
stocks  of  mining  companies,  oil  companies,  land 
development  companies,  together  with  "securities" 
of  corporations  organized  to  promote  new  patents 
which  were  promised  to  revolutionize  the  world. 
In  short,  he  had  "invested"  during  the  past  ten 
years  exclusively  in  new  companies  and  untried 
propositions  of  which  lie  really  had  very  little 
knowledge.  Truly,  he  could  say  that  "investing 
is  only  one  form  of  spending." 

Now,  of  course,  it  is  easy  to  advise  a  man  to  in- 
vest only  in  high  grade,  seasoned  securities,  and 
when  such  securities  can  be  purchased  to  yield  five 
per  cent  or  more,  they  are  the  best  investments. 
On  the  other  hand,  if  every  one  immediately  fol- 
lowed this  advice,  these  good  securities  would  soon 
increase  to  such  abnormally  high  prices  that  their 
yield  would  be  very  unattractive.  Moreover,  it 
375 
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would  be  impossible  for  le^tiinate,  new  enterprise! 
to  obtain  new  money  for  important  and  useful 
development  work.  For  this  reason  it  is  both  un- 
wise and  selfish  to  always  advise  a  man  never  t^i 
invest  in  new  enterprises,  although  one  might  sn 
advise  a  man  at  the  times  when  high  grade,  sea- 
soned securities  may  be  purchased  to  yield  a  satis- 
factory rate  of  income.  In  fact,  one  of  the  most 
remarkable  features  which  becomes  evident  to 
students  of  finance  is  that  the  rate  of  interest,  if 
allowed  to  work  naturally,  has  the  same  effect  in 
regulating  the  flow  of  money  into  new  enterprises 
as  the  "float"  has  in  regulating  the  flow  of  gasolene 
into  the  cylinder  of  a  gas  engine. 

If  high  grade,  standard  securities  can  be  pur- 
chased to  yield  approximately  five  per  cent,  this 
shows  that  the  countiy  is  in  no  need  of  new  develop- 
ments, and  that  one  had  better  loan  hia  money  to 
concerns  now  in  successful  operation.  On  the 
other  hand,  if  these  high  grade,  seasoned  securities 
are  selling  at  prices  causing  the  yield  to  be  abnor- 
mally low,  and  said  high  prices  are  nQt  due  to  ma- 
nipulated speculation,  this  shows  that  sufficient  cap- 
ital is  not  being  appropriated  for  the  development 
of  new  enterprises  and  that  an  investor  is  justified 
in  looking  up  new  fields  of  investments. 

Tests  of  New  Enterprises 

(1)     The  Character  of  the  Promoters. 

When  discussing  a  leading  manual  on  railroad 
and  corporation  securities,  a  publication  which 
gives  investors  the  details  relative  to  corporations 
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whose  securities  have  been  offered  to  the  public, 
including  capitalization,  earnings,  property  owned, 
and  various  other  matter,  a  banker  once  said:  "The 
publication  ia  a  very  valuable  work;  but  it  sorely 
needs  a  supplement,  fully  as  large  as  the  manual 
jtself,  which  will  tell  me  about  the  character  of  the 
men  operating  said  corporations  In  other  words, 
when  asked  to  purcha^e  the  note  of  an  industrial 
corporation,  although  I  hke  to  have  a  statement  of 
said  company,  yet  I  am  much  more  interested  in 
knowing  about  the  personal  hfe  of  the  men  who 
operate  it.  When  lookmg  up  a  certain  (■orporation, 
if  I  could  see  a  photograph  and  read  an  honest 
biography  of  each  of  the  officers  and  members  of 
the  executive  committee  of  said  corporation,  I 
could  immediately  make  up  my  mind  whether  or 
not  I  wished  to  buy  its  paper." 

The  banker  continued  by  saying,  "I  want  to  know 
in  what  town  or  city  they  were  bom  and  who  their 
ancestors  were.  I  want  to  know  where  they  went 
to  school;  whether  they  worked  their  way  through 
and  appreciated  all  their  opportunitira,  or  whether 
they  simply  got  through  'by  the  skin  of  their  teeth' 
and  wasted  most  of  their  time  in  social  life.  1 
would  hke  to  know  in  what  line  of  work  they  have 
been;  how  many  different  positions  they  have  occu- 
pied; how  they  have  made  their  money;  where  they 
live  today;  of  what  their  family  consists;  whether 
they  take  an  active  interest  in  church  work;  who 
their  associates  are,  and  how  they  are  regarded  by 
their  neighbors  and  townspeople." 

In    short,    this   well-known    banker    emphasized 
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strongly  the  necessity  of  loaning  money  to  and  pur- 
chasing securities  from  only  those  corporations 
which  are  operated  by  men  of  integrity,  and  whose 
business  relations  record  straight-forwardness,  per- 
severance and  true  success.  Therefore,  the  first 
step  to  apply  to  any  new  proposition  which  is 
offered  for  investment  is  the  question,  "Are  the 
promoters  dean,  honest  menf" 

If  they  are  clean,  straightr-forward  men,  the 
proposition  is  worthy  of  consideration,  and  the 
second  test  may  be  applied;  but  if  otherwise,  the 
proposition  should  be  let  alone.  Of  course,  men 
who  are  not  straight-forward  apparently  succeed, 
and  men  who  have  not  clean,  personal  records  ap- 
parentlymake  money;  but  as  a  matter  of  principle, 
a  self-respecting  man  should  take  a  firm  stand  to  be 
in  business  only  with  men  of  his  class;  and  cer- 
tainly when  one  buys  stock  in  a  company,  he  is 
practically  entering  into  partnership  with  the 
other  stockholders. 

Moreover,  there  are  enough  good  propositions 
about,  and  there  are  enough  opportunities  where 
one  can  invest  his  money  so  that  he  can  afford  to 
discriminate,  and  eliminate  without  consideration 
all  propositions  which  are  not  operated  by  men  who 
are  his  equals,  and  refuse  to  consider  securities 
which  are  offered  for  sale  by  men  who  do  not  stand 
for  integrity  and  righteousness. 

(2)     Experience  is  Important. 

Not  only  should  men  be  upright;  but  they  should 
also  have  had  experience  in  the  line  of  business 
which  they  are  promoting.     There  is  a  New  Eng- 
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laud  man  whom  the  writer  knows  who  is  a  pro- 
moter of  a  company  for  the  manufacture  of  auto- 
mobile trucks.  This  man  ia  an  honest,  intelligent 
feJlow;  but  such  money  as  he  has,  he  "made  through 
the  wise  choice  of  a  father"  and  has  really  earned 
but  httle  himself.  Today  he  is  some  fifty  years 
old,  is  a  prominent  citizen  in  the  email  town,  is  re- 
spected by  his  neighbors  and  loved  by  his  friends; 
but  thus  far  he  has  done  nothing  but  cut  off  coupons, 
with  the  exception  of  holding  unimportant  posi- 
tions in  companies  in  which  his  father  bad  large 
interests. 

This  man  has  always  desired  to  go  into  busmesa 
of  some  kind,  and  he  is  sure  that  the  "coming  busi- 
ness" is  to  be  in  automobile  trucks;  consequently 
he  has  oi^anized  a  company  to  manufacture  and 
sell  such  trucks.  Not  only  is  this  man  honest  in 
his  intentions,  but  he  is  putting  considerable  of  his 
own  money  into  the  business  and  would  put  more 
in  were  it  not  for  his  sensible  Yankee  wife  who 
shrewdly  insists  that  the  remainder  of  the  money 
be  raised  by  selling  stock.  Now,  of  course,  this 
company  may  be  very  successful  and  he  may  make 
a  fortune  for  himself  and  friends;  but  the  chances 
are  very  much  against  it.  Not  only  is  he  handi- 
capped by  the  established  concerns  already  in  the 
business,  which  are  now  supplying  more  trucks 
than  are  demanded,  but  he  has  had  no  experience 
in  the  automobile  business,  and  the  only  men  he 
has  employed  as  his  advisors  are  men  whom  the 
established  manufacturers  find  it  not  worth  their 
while  to  retain.     Therefore,  there  is  no  doubt  in 
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ray  mmd  but  that  this  man  wiU  lose  considerable  of 
his  own  money  as  well  as  that  of  his  friends  who 
are  bujing  the  stock  in  his  company,  and  there  will 
be  one  more  name  to  add  to  a  list  of  over  thirty 
thousand  worthless  concerns,  the  securities  of 
which  have  been  offered  for  sale  to  small  investors 
throughout  the  country. 

(3)     Judgment  is  necessary. 

Bui  not  only  is  it  necessary  to  purchase  stock  of 
companies  whose  promoters  are  men  of  experience 
in  their  respective  lines,  hut  also  these  companies 
should  be  operated  by  men  of  good  judgment. 
There  are  lots  of  men,  who  are  splendid  mechanics, 
who  have  an  extra  good  education,  and  who  have 
worked  for  years  in  the  manufacture  of  some  ar- 
ticle, yet  who  have  had  little  experience  in  financial 
matters,  who  are  literally  unable  to  operate  a  large 
company  and  especially  unable  to  sell  its  output. 
There  are  two  distinct  departments  to  all  industrial 
concerns,  namely,  the  manufacturing  end  and  the 
i|  Helling  end.     Many  companies  are  promoted  by  men 

of  integrity  who  have  had  good  experience  along 

the  mechanical  lines  of  the  business,  but  are  utterly 

unable  to  sell  goods  after  they  are  manufactured. 

,  Today  it  is  the  man  who  has  the  ability  to  dispose 

of  the   output   who   controls   the   situation   in   most 
J        '  industries. 

This   applies   not   only   to   manufacturing   com- 
panies,  but  also  to   certain  industries  which   are 
'  absolutely  dependent  on  the  producing  end,  such  as 

i   ^1       ;  (5oal  conipunics  and  even  railroad  companies.     As 

an  example  of  this  class,  there  is  a  coal  company 
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whose  preferred  stock  was  purchased  by  very  able  j 
New  England  people  as  a  choice  investment  and  i 
which  is  now  paying  no  dividend  whatever  and  sell- 
ing at  a  very  low  price,  while  the  first  mortgage  five  'I 
per  cent  bonds  are  selling  in  the  vicinity  of  seventy- 
five.     This  company  has  splendid  coal  properties  1 
and  the  technical  end  of  the  business  is  being  cared  I 
for  in  a  most  economical  and  scientific  manner;  % 
but  the  selling  end  lacks  organization  because  the 
men  who  promoted  it,  although  good  mining  en- 
gineers and  good  bankers,  kuew  nothing  about  the 
coal  business  as  a  business,  and  are  unable  to  dis-  ' 
tribute  their  output  at  a  profit.     It  is  therefore  evi-  J 
dent  that,  when  applying  this  second  test,  namely, ' 
"Are  tke  men  experienced  in  the  line  of  work?"  we 
[/{Sbould    consider    both    technical    experience    and 
native  bu^ne^  ability. 

(4)  Physical  Conditions  Should  be  Studied. 
As  a  fourth  test,  one  should  ask  the  question,  "Are 
the  physical  conditions,  upon  which  the  new  com- 
pany is  dependent,  satisfactory?"  Many  new  prop- 
oeitions  which  have  passed  successfully  the  first 
test,  fail  on  this.  For  instance,  it  would  be  useless 
to  build  a  subway  on  the  plains  of  Kansas,  or  an 
artificial  ice  plant  in  Quebec,  or  attempt  to  sell 
furs  in  cities  of  the  torrid  zone;  yet  many  promo- 
tions are  of  similar  aspect.  Among  some  of  these 
'■'■la  a  coal  company  in  a  New  England  state  where 
■  coal  has  never  been  found;  a  copper  company  in  a 
part  of  the  country  where  geologists  claim  it  is 
impossible  for  copper  to  be  deposited;  a  new  gas 
company  in   a   city   with    wonderful   undevelopctl 
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water  power,  and  of  a  railroad  company  between 
two  cities  which  now  have  a  most  excellent  deep- 
water  steamship  connection.  All  of  these  com- 
panies are  being  promoted  by  honest  men  and  men 
who  have  been  trained  in  their  respective  lines  of 
business;  but  for  some  reason  or  other,  they  have 
certainly  "gone  off  on  a  tangent"  regarding  these  pro- 
motions. In  some  cases  they  are  promoting  the 
company  as  a  matter  of  pride  or  to  develop  their 
home  town.  Sometimes  there  are  other  reasons  for 
their  interest  in  these  propositions  which  are  bound 
to  be  unprofitable;  while  in  one  the  stock  is  appar- 
ently being  sold  simply  with  the  idea  of  making  a 
profit  on  the  stock  without  any  expectation  of  de- 
veloping the  property. 

A  most  pitiful  case  which  the  writer  has  in  mind 
is  that  of  a  retired  clergyman  who  is  selling  the  stock 
of  a  plantation  on  one  of  the  islands  which  the 
United  States  acquired  during  the  Spanish  War. 
This  man  is  an  absolutely  honest  man  and  has  been 
a  preacher  in  a  city  not  far  from  New  York  for  a 
number  of  years.  On  talking  with  a  man  who  had 
been  interviewed,  it  was  found  that  this  well  known 
preacher  had  broken  down  in  health  and  decided  to 
give  up  the  ministry,  as  he  needed  out-of-door  work; 
and  having  a  persuasive  manner,  he  was  urged  to 
sell  stocks  in  these  new  promotion  schemes.  Be- 
lieving that  the  brokers  advertising  this  stock  are 
honest,  he  is  peddling  it  among  his  former  friends, 
knowing  nothing  about  finance,  nothing  about  busi- 
ness, nothing  about  that  part  of  the  country  in 
which  the  property  is  located  and  nothing  about  the 
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character  of  the  brokei's.  Although  this  preacher 
deserves  sympathy,  especially  as  his  intentions  are 
the  very  b^,  yet  be  is  making  a  great  mistake  in 
selling  these  stocks,  and  unfortunate  are  the  people 
who  purchase  thena  from  huu.  In  fact,  when  such 
a  man  comes  to  sell  you  stocks,  instead  of  buying 
the  stocks,  ask  what  his  commission  would  be  and 
give  him  a  check  for  this  coramiasion  if  you  wish  to 
help  him;  but  do  not  buy  the  stocks. 

(5)     Stick  to  your  own  Game. 

In  addition  to  making  sure  that  the  promoters 
are  acquainted  with  the  character  of  the  business 
which  they  are  promoting,  the  investor  should  also, 
when  buying  securities  in  new  propositions,  confine 
himself  to  lines  of  business  with  which  he  is  ac- 
quainted. Therefore,  the  fifth  test  to  apply  ia  to 
ask  the  question:  "Am  I  thoroughly  acquainted 
with  this  line  of  bimness  upon  the  success  of  which 
my  investment  dependsf" 

When  a  man  invests  in  high  grade,  seasoned  secu- 
rities, be  is  free  to  purchase  securities  of  railroad 
corporations,  public  utility  corporations  and  in- 
dustrial companies,  although  he  has  no  personal  ac- 
quaintance with  the  line  of  business  in  which  he  is 
investing;  but  the  same  rule  should  not  be  followed 
when  investing  in  speculative  or  unseasoned  securi- 
ties. For  instance,  let  us  assume  that  a  man  ia  a 
coal  dealer  in  a  small  western  town  and  that  by 
prudence  and  hard  work,  he  has  saved  $30,000  or 
more,  all  of  which  is  invested  in  high  grade  securi- 
ties. Now,  it  ia  not  necessary  that  this  man  be 
acquamted  with  the  operation  of  railroads  or  steel 
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i       »     !;  companies  in  order  to  have  his  money  safely  in- 

H  vested  in  bonds  of  the  Pennsylvania  Railroad  Com- 

i:  pany,  the  New  York  Central  &  Hudson  River,  the 

!'  Illinois  Central,  or  the  Southern  Pacific,  or  in  the 

preferred  stocks  of  such  corporations  as  the  Ameri- 
can   Sugar   &    Refining    Company,    the    Virginia- 
,  Carolina  Chemical  Company  or  the  United  States 

Steel  Corporation.  These  are  established  enter- 
prises run  by  men  who  thoroughly  understand  their 
business,  and  although  the  man's  personal  business 
training  has  been  confined  wholly  to  bu5dng  and 
selling  coal  in  this  small  western  town,  he  is  fully 
justified  in  having  his  money  invested  in  the  securi- 
ties of  these  and  similar  corporations. 
,  We  will  now  assume,  however,  that  this  man  is 

I  not  fully  satisfied  with  the  average  yield  of  about 

1  five  per  cent  which  he  receives  for  his  present 

investments  and  desires  to  ''take  a  flyer,*'  or  in 
\  other  words,  to  invest  $2,500  in  the  stock  of  some 

\  new   enterprises   with   the   hope   of   doubling   his 

money.  He  has  read  about  the  development  of  oil 
companies,  gold  mining  companies,  wireless  tele- 
graph companies,  cotton  picking  companies,  and  a 
host  of  other  new  enterprises;  so  he  is  very  anxious 
to  buy  a  little  stock  in  some  of  these  new  proposi- 
tions and  seeks  advice. 
!  Cases  of  this  kind  should  invariably  be  treated 

as  follows:  One's  first  inclination  is  to  advise  such 
men  to  let  all  these  new  propositions  alone  and  con- 
tinue to  invest  simply  in  high  grade,  seasoned 
securities;  but  such  advice  would  probably  not  be 
'  heeded.     Therefore   the   advice   should    be    ^^Look 
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jcfr  a  proposition  which  passes  the  above-mentioned 
tests  and  which  is  based  on  a  familiar  line  of  busi- 
ness.*' Now,  this  advice  is  fundamentally  sound, 
and  the  great  value  of  such  a  test  is  exceedingly 
evident  when  the  investor  invariably  replies,  ''Your 
advice  may  be  very  good,  but  I  know  a  great  deal 
about  the  coal  business  and  it  is  not  a  very  satis- 
factory character  of  business.  I  have  no  money 
invested  other  than  in  the  coal  which  I  have  on 
hand,  and  I  do  not  wish  to  get  tied  up  in  any  coal 
mining  investments/'  Whatever  the  business  in 
which  a  man  is  engaged,  he  seems  to  dread  invest- 
ing money  therein  and  invariably  desires  to  invest 
in  something  about  which  he  has  no  knowledge! 
Scores  of  illustrations  could  be  given  on  this  point 
which  show  *very  exclusively  why  a  man  should 
'^take  a  flyer'*  only  in  some  line  of  business  with 
which  he  is  thoroughly  acquainted. 

If  you  are  in  the  steel  business,  confine  your 
speculation  to  steel  stocks;  if  you  are  in  the  lumber 
business,  confine  your  speculation  to  stocks  like 
those  of  the  International  Paper  Company,  the 
Union  Bag  &  Paper  Company  and  similar  proposi- 
tions; if  you  are  in  the  boot  and  shoe  business,  con- 
fine your  speculation  to  stocks  like  the  Central 
Leather,  American  Hide  &  Leather,  etc.;  if  you  are 
in  the  dry  goods  business  confine  your  speculation 
to  the  securities  of  the  United  Dry  Goods  Com- 
pany, The  American  Woolen  Company,  or  other 
similar  textile  companies.  If  you  are  in  the  paint 
business,  look  up  National  Lead  Common  and 
Preferred;  if  you  are  in  the  grocery  business,  study 


i 


\  386  BONDS  AND  STOCKS 


l\ 


the  National  Biscuit,  American  Sugar,  Standard 
'.  *  *  Oil,  and  a  host  of  others  of  a  similar  nature;  and  so 

1 1  on  down  the  list. 

'  \  To  sum  up,  it  will  be  seen  that  when  one  invests 

I  in  a  new  proposition,  great  care  should  be  taken  to 

*  apply  five  tests  by  asking  these  five  questions, 

,  1  viz. : 

(1)  Are  the  promoters  clean,  upright  men? 

(2)  Are  the  promoters  experienced  in  the  line 
of  work  which  the  new  company  is  to  undertake? 

(3)  Have  the  promoters  good  business  judg- 
ment? 

(4)  Are  the  physical  conditions  and  opportu- 
nities surrounding  the  new  promotion  reasonable? 

(5)  Is  it  a  line  of  business  with  which  you  (the 
investor)  are  fully  familiar? 

Of  course  there  are  other  tests  which  also  are 
important  and  which  must  be  complied  with  to 
ensure  success;  but  these  cannot  be  considered  here. 
It  can  be  stated  with  certainty,  however,  that  any 
new  proposition  which  fails  to  fulfill  these  five 
tests  should  be  passed  by. 
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CHAPTER  XXIII 

"INVESTING,"  THE   NEW  PROFESSION 

EFFICIENCY  has  been  the  keynote  of  the 
opening  years  of  the  present  century,  and 
the  note  has  been  struck  none  too  soon. 
For  years  the  American  nation  has  rushed  forward 
on  the  rising  and  falling  wave  of  prosperity,  waste- 
ful and  reckless  of  expense.  Only  recently  has  this 
cost  begun  to  be  counted  and  the  consequent 
demand  for  economy  and  efficiency  has  arisen  on 
all  sides. 

Nowhere  has  this  demand  been  greater  than  in 
investment  circles.  The  appeal  to  the  investor 
has  become  so  complex,  so  highly  competitive,  and 
the  investment  situation  so  dependent  upon  other 
forms  of  buaine^,  so  sensitive  to  social,  political 
and  economic  influences,  which  are  greatly  increased 
with  the  widening  of  the  markets  and  the  narrowing 
of  the  margin  of  profits,  that  those  who  are  to  place 
their  money  successfully  need  a  different  equip- 
ment and  training  from  that  hitherto  thought 
sufficient.  The  need  for  such  instruction  has  not 
arisen  because  our  investing  or  banking  systems 
present  any  seriously  difficult  complications.  There 
is  no  mystery  about  it,  but  a  certam  amount  of 
intelligent  study  is  necessary  for  even  the  smallest 
investor.  The  risk  to  an  investor  is  in  almost  all 
cases  nearly  in  inverse  proportion  to  the  amount 
of  study  he  has  put  in  on  the  subject.    "Bad  luck" 
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in  investing  is  in  the  majority  of  instances  the 
resuit  of  bad  judgment,  and  bad  judgment  is  the 
direct  result  of  inexperience  or  the  lack  of  knowledge, 
A  surprising  ignorance  of  the  various  classes 
and  purposes  of  investments  is  shown  by  many 
who  have  been  more  or  less  closely  connected  with 
them  for  years.  They  have  often  given  no  heed 
to  such  questions  as: — 

1.  Must  the  money  earn  the  highest  income 
consistent  with  safety? 

2.  Must  the  fund,  on  the  other  hand,  be  in- 
veste<l  so  as  to  make  it  available  as  cash  at  any 
given  time? 

It  is  quite  common  to  find  a  private  investor, 
who  wishes  to  make  a  permanent  investment  and 
has  no  thought  of  reselling,  buying  bonds  which 
possess  in  a  high  degree  the  quality  of  converti- 
bility. From  a  logical  point  of  view,  this  is  pure 
waste.  A  high  degree  of  convertibihty  is  obtained 
only  at  the  sacrifice  of  some  other  quality,  usually 
rate  of  income.  If  buyers  more  thoroughly  under- 
stood this  point,  they  would  select  more  inactive 
bonds  of  equal  safety  and  higher  yield,  thus  in- 
creasing their  income  at  the  expense  of  a  quality 
which  they  do  not  need.  Moreover,  the  reverse 
is  also  true. 

3.  Is  security  to  be  the  prime  requisite  regard- 
less of  income? 

The  qualities  of  safety  and  stability  of  market 
price  are  frequently  confused.  The  two  things  are 
quite  different.  Safety  of  principal  and  interest 
means  assurance  that  the  maker  of  the  obUgation 
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will  pay  principal  and  interest  when  due.  Stability 
of  market  price  means  that  the  obligation  will  not 
auifer  in  quoted  value.  Experience  has  shown  that 
a  security  may  suffer  severely  in  quoted  price 
without  any  question  arising  as  to  the  certainty 
that  the  principal  and  interest  will  be  paid  when 
due.  The  investor  must  consider  his  own  needs 
and,  above  ail  other  things,  should  not  be  led  into 
unwise  purchases,  either  as  to  yield  or  geographical 
location,  simply  for  the  sake  of  distributing  his  funds. 

A  would-be  investor  cannot  learn  even  the  ele- 
ments of  investment  by  experience  alone.  In 
this  field,  experience  has  been  too  costly  a  teacher. 
The  average  man  has  been  swamped  before  he 
could  find  himself.  His  investments  were  largely 
"hit  or  miss."  If  they  succeeded  it  was  good  luck, 
but  more  often  it  has  been  the  reverse.  Gradu- 
ally, however,  it  has  come  to  be  realized  that  in- 
vesting is  a  science.  In  other  words,  the  only  . 
form  of  investment  which  can  ultimately  succeed 
is  that  which  is  based  upon  cold  facts  in  place  of 
the  old  style  guesswork.  Just  as  a  manufacturer 
must  analyze  the  possibilities  of  every  product,  so 
must  every  investor  who  takes  investing  seriously 
be  in  a  position  to  analyze  and  compare  intelli- 
gently the  various  securities  which  are  offered. 

As  with  the  individual  investor,  so  also  with  the 
bond  house  or  broker's  office.  The  heads  of  these 
firms  cannot  be  expected  to  turn  their  estabhsh- 
menta  into  educational  institutions  for  teaching 
the  broad  and  fundamental  principles  of  business. 
Yet  these  principles  must  be  learned  somewhere 
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by  the  men  who  are  entering  upon  their  careers, 
the  men  who  are  to  be  the  future  managers  and 
heads  in  the  buaness.  These  men  are  beginning 
to  realize  that  they  must  foUow  the  course  which 
the  engineer,  the  physician,  or  the  lawyer  has  had 
to  follow,  and  secure  particular  training  in  schools 
especially  designed  for  the  purpose.  Our  modem 
buildings  rise  under  the  supervision  of  carefully 
trained  engineers,  and  the  construction  of  improfw 
erly  planned  edifices  is  forbidden.  Yet  until  very 
recently  our  business  youth  has  been  getting  little 
or  no  instruction  in  the  far  more  important  field 
of  commerce  and  finance. 

At  the  present  time,  however,  men  are  beginning 
to  recognize  the  fact  that  investment,  bke  engineer- 
ing or  medicine,  is  based  on  fundamental  princi- 
ples which  can  be  arranged  in  a  systematic  form 
and  taught  in  educational  institutions.  Thirty 
years  figo  President  Eliot  of  Harvard  said  that 
young  men  could  not  be  taught  business  in  a  college 
or  university.  Today  Harvard  is  successfully  ope> 
ating  its  Graduate  School  of  Business  Adminis- 
tration, the  University  of  Pennsylvania  has  its 
Wharton  School  of  Finance  and  Economy,  Dart- 
mouth its  Amos  Tuck  School  of  AdminiBtration 
and  Finance,  and  the  New  York  institutions  all 
have  their  departments  of  Commerce  or  Busineaa 
Administration.  Similar  schools  of  finance  and 
commerce  have  been  recently  established  in  all 
of  the  great  state  universities  from  Maine  to  Texas 
and  from  Washington  to  Florida. 

The  curriculum   of  the  Tuck  School   of   Dart- 
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mouth,  for  example,  contains  such  groupa  of 
courses  as  Accounting,  Statistics,  Business  Pro- 
cedure and  Management,  Financial  Organization 
and  Administration,  Conunerce  and  Industry,  Bank- 
ing and  Transportation.  The  group  treating  par- 
ticularly of  investment  interests  is  that  entitled 
Financial  Organization  and  Administration.  The 
plan  of  instruction  in  this  group  is  divided  into 
three  parts,  as  follows : — 

1.  The  instrumenta  of  finance,  trading  on  equity, 
financing  and  expansion,  receiverships,  reorganiza- 
tions, and  amortization. 

2.  The  market  for  corporate  securities,  functions 
of  speculation,  the  securities  traded  in,  stock  market 
quotations  and  statistics,  brokerage,  and  details 
of  transaction  with  customers. 

3.  The  general  principles  of  investment,  classi- 
fication of  investment  securities,  the  analysis  of 
securities  for  their  investment  value,  study  of  in- 
ve^menta  of  institutions,  such  as  savings  banks, 

-  insurance  companies  and  educational  institutions. 

The  above  opportunities  for  study  are  of  course 
open  only  to  those  who  are  able  to  take  the  time  arid 
money  required  by  a  college  course,  and  in  some  cases, 
furthermore,  several  years  of  preliminary  college  work 
are  required  before  the  regular  investment  courses  may 
be  taken  up. 

Of  a  like  character,  however,  are  the  various 
municipal  institutions  which  have  sprung  up  under 
the  supervision  of  Chambers  of  Commerce,  Asso- 
ciations of  Credit  Men,  Y.  M,  C.  A.'s,  and  Evening 
Schools.     The  majority  of  these  have  begun  mod- 
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estly  with  a  brief  treatment  of  business  econoniits 
and  have  !at«r  branched  out  into  the  more  spe- 
cialized forms  of  instruction.  The  typical  institu- 
tion of  this  sort  provides  instruction  in  Accounting, 
Business  Organizatiouj  Finance,  Economics,  Com- 
mercial Law,  etc.,  with  special  courses  under  Fi- 
nance in  such  subjects  as  Money  and  Banking, 
Corporation  FinaRce,  Investments,  etc.  The  work 
of  the  regular  instructors  has  been  supplemented 
by  addresses  from  business  men,  drawing  upon 
their  fund  of  information  gained  in  actual  work. 
These  consist  of  the  interpretation  of  general 
financial  conditions  and  special  discussions  on  rail- 
road securities,  public  utilities  and  industrials, 
covering  electric,  gas,  traction,  hydro-electric,  water, 
telephone,  lumber,  real  estate,  and  miscellaneous 
properties. 

The  instruction  which  is  deserving  of  especi^ 
mention,  however,  is  the  course  given  by  the  In- 
vestment Bankers  Bureau.  To  accommodate  the 
ever-increasing  number  of  people  who  are  pre- 
vented by  their  every-day  business  from  pursuing 
regular  university  courses,  the  Investment  Bankers 
Bureau  in  1907  became  the  pioneer  in  putting  out 
a  home  study  on  investments.  At  that  time  th^ 
saw  the  need  of  an  honest  and  unbiased  course 
that  would  enable  the  investor,  large  or  small,  to 
acquire  intelligent  infonnation  on  investment  sub- 
jects. This  course  has  proved  exceedingly  practical 
nnd  of  valuable  assistance  to  many  who  have  given 
this  subject  definite  study. 

The  subjects  are  so  arranged  that  they  can  be 
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easily  covered  in  a  short  time  by  a  little  study  each 
week.  The  demand  for  investment  training  among 
men  regularly  employed  has  been  amply  demon- 
strated by  the  BUccesa  of  the  Investment  Bankers 
Bureau.  Almost  the  entire  membership  ia  made  up 
of  men  who  work  every  day  and  who  give  only  their 
evenings  or  a  portion  of  their  evenings  to  this  study. 

Through  this  course  is  afforded  an  unusual 
opportunity,  in  that  the  student  can  take  his  own 
time  in  the  pursuit  of  hia  studies,  and  can  combine 
the  work  in  the  course  with  his  practical  experience 
in  every-day  life.  In  place  of  miscellaneous  or 
random  reading,  he  receives  specialized  instruc- 
tion. Through  this  method  of  instruction  this 
bureau  answers  the  needs  of  men,  ranging  from  the 
boy  just  leaving  school  to  those  in  active  business. 

The  subjects  covered  in  this  course  vary  all  the 
way  from  stocks,  bonds  and  mortgages,  to  an 
explanation  of  the  actual  purchasing  of  securities 
and  the  analyzing  and  comparing  of  the  different 
classes.  Stocks  and  theu-  various  classes,  markets, 
etc.,  are  first  discussed;  then  mortgages,  those 
useful  devices  for  use  by  corporations  when  bor- 
rowing; then  the  guaranteed  securities,  obligations 
of  smaller  roads  which  become  so  Dece3.sary  to  the 
greater  ones.  Short  term  notes  and  commercial 
paper  are  also  treated,  then  the  different  classes 
of  bonds  with  their  varying  characteristics,  and  how 
to  choose  investments. 

It  is  shown  how  to  interpret  financial  conditions. 
Special  discussions  are  given  on  railroad  securities 
and  on  all  public  utihties  and  industrials,  as  above 
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d  narpnizations,  crises 
In  btct,  all  the  topics 
which  v9  t—tilg  the  MTgrtor  to  chooee  for  bimsetf 
aod  H^B  his  ehaice  afto-  intriHgipnt  eondderatioa 
ue  cairfoVr  eonscd  in  tins  admbaUe  oourse. 

In  "^""^  It  dnuU  be  aid  tfast  there  is  a  great 
deal  «f  iMnane  between  reading  and  studj-ii^. 
Tbe  Knrtor  finds  himself  «HifroDt«d  with  what 
aeentt  to  hnn  to  be  a  coafused  mass  of  infonoatioit. 
He  does  not  know  where  to  begin,  and  soon  becomes 
difcouraged  betrause  be  cannot  systematically  foltow 
what  he  is  reading.  Without  selected  references 
and  a  definite  profcnun,  the  in^'estor  n-ill,  in  a 
short  time,  come  to  the  conclusion  that  such  knowl- 
edge is  beyond  him.  This  should  not  be  so,  for 
investing  is  not  a  difficult  ^'profession."  It  does, 
however,  present  the  question  of  knowing  where  to 
look  and  how  to  look  for  the  information,  and  there 
is  great  inspiration,  satisfaction  and  profit  in  follow- 
ing a  definitely  outlined  and  specific  course. 

The  new  era  of  commerce  and  industry  requires 
new  and  more  efficient  apparatus.  Training  will 
tell  in  the  end,  and  success  will  rest  with  those  who 
can  most  intelligently  handle  tbe  agencies  of  fiimn- 
cial  and  industiial  life.  "If  this  nation  is  to  hold 
her  proud  place  in  this  new  world  struggle,  she 
must  equip  her  hosts  of  commerce  and  industry 
with  skill,  efficiency,  initiative  and  inteiligenra. 
This  is  the  challenge  of  the  twentieth  century  to 
financial  and  commercial  education." 


CHAPTER  : 

CONCLUSION 

IN  the  previous  chapters  the  writer  has  con- 
scientiously striven  to  give  the  reader  some 
good  advice  relative  to  bank  accounts  and 
eatabhahing  for  himself  a  credit,  together  with 
apecific  descriptions  of  different  kinda  of  corpora- 
tions and  different  groupa  of  securities.  Various 
other  subjects  which  trouble  the  investor  have  also 
been  diacussed  and  the  writer  has  endeavored  in 
all  caaes  to  treat  the  subject  justly,  giving  both 
sidea  of  the  question,  Thua,  if  the  reader  has 
absorbed  all  that  has  gone  before,  he  should  have 
in  his  mind  a  clear  idea  of  the  different  kinds  and 
groups  of  securities  and  the  various  questions  and 
terms  involved  therewith.  On  the  other  hand, 
owing  to  this  endeavor  to  be  fair  to  all  interests, 
the  reader  may  still  have  no  definite  ideas  as  to  how 
or  when  to  invest.  Hence,  in  order  to  be  of  real 
help  to  investors,  the  writer  will  now  "remove 
the  brakes"  and  briefly,  but  frankly,  state  his  per- 
sonal opinion  regarding  investments. 

Three  Different  Stock  Market  Movements 

In  Chapter  III  of  this  book  will  be  found  a 
description  of  three  classes  of  investors  which  are 
grouped  according  to  the  different  kinds  of  stock 
market  movements  by  which  they  endeavor  to 
profit.     In  the  first  place  there  are  the  daily  flue- 
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very  seldom  at  its  logical  point  based  on  funda- 
mental conditions;  but  is  almost  always  above  or 
below  this  point,  based  upon  these  technical  condi- 
tions. 

As  to  what  these  operators  are  to  do,  it  is  impos- 
sible for  any  one — even  themselves — to  foretell; 
but  from  a  painstaking  and  systematic  study  of  the 
tape  it  is  often  possible  to  tell  what  these  operators 
are  trying  to  do,  and  thus  it  is  often  possible  to 
intelligently  guess  whether  a  break  or  a  rally  is 
next  in  order;  but  at  best  it  can  be  only  a  gueas. 
Of  course  I  do  not  advise  any  one  to  study  the 
market's  technical  condition  for  the  purpose  of 
trading  in  these  movements;  but  to  those  who  are 
bound  to  trade,  I  strongly  recommend  that  they 
fortify  themselves  by  a  study  of  these  movements 
and  the  technical  conditions  causing  them. 

Thirdly,  there  are  the  long  swings  extending 
over  one  or  more  years,  caused  by  corresponding 
changes  in  fundamental  conditions.  These  long 
swings  may  be  compared  to  the  movements  of  the 
tide.  The  ripples  cannot  be  foretold  in  any  way; 
the  wave  movements  can  only  be  guessed  at;  but 
the  tide  movements  can  be  foretold  with  absolute 
accuracy.  In  the  same  way,  students  of  funda- 
mental conditions  can  tell  whether  the  market  is  at 
high  or  low  tide,  or  whether  the  tide  is  going  out  or 
coming  in. 

Study  Financial  Cycles 

All  financial  and  industrial  history  has  been 
divided  into  distinct  jcycles,   and  each  cycle  has 
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tuations  of  which  the  average  trader  endeavors  to 
take  advantage.  These  fluctuations  may  be  com- 
pared to  the  ripples  on  the  waters  of  a  bay.  They 
cannot  be  foretold  in  any  way,  and  they  bear  no 
relation  to  the  intrinsic  value  of  the  prospective 
properties  or  to  conditions  in  general.  Any  man 
who  endeavors  to  make  a  profit  from  these  move- 
ments is,  in  my  opinion,  simply  a  gambler. 

Secondly,  there  are  the  broad  breaks  and  rallies 
of  from  five  to  ten  points,  extending  over  a  few 
weeks  and  caused  by  the  market's  becoming  over- 
bought or  oversold.  These  broader  movements 
may  be  compared  to  the  waves  caused  by  the  winds 
blowing  over  the  waters  of  a  bay.  How  the  winds 
are  to  blow  no  one  can  tell;  but  knowing  how  they 
are  blowing,  it  is  comparatively  easy  to  forecast 
whether  the  waters  will  be  rough  or  smooth.  If 
professional  traders  would  let  the  market  alone, 
the  tide  would  slowly  and  regularly  advance  or 
recede  without  these  waves,  changing  in  accordance 
with  fundamental  conditions;  but,  owing  to  their 
impatience  and  avariciousness,  these  operators  are 
continually  either  pushing  the  natural  movement 
too  far,  or  else  retarding  it.  If  the  tendency  of 
the  market  is  thought  to  be  downward,  all  these 
operators  become  bearish  and  sell  stocks  short  until 
the  market  becomes  "oversold**  and  is  lower  than 
conditions  warrant.  As  soon  as  it  occurs  to  the 
operators  that  they  have  done  this,  they  all  change 
their  position  and  begin  to  buy,  continuing  until 
the  market  becomes  "overbought,"  or  higher  than 
conditions    warrant.      The    market,    therefore,    is 
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very  seldom  at  its  logical  point  based  on  funda- 
mental conditions;  but  is  almost  always  above  or 
below  this  point,  based  upon  these  technical  condi- 
tions. 

As  to  what  these  operators  are  to  do,  it  is  impos- 
sible for  any  one— even  themselves — to  foretell; 
but  from  a  painstaking  and  systematic  study  of  the 
tape  it  is  often  possible  to  tell  what  these  operators 
are  trying  to  do,  and  thus  it  is  often  possible  to 
inteUigently  guess  whether  a  break  or  a  rally  is 
next  in  order;  but  at  best  it  can  be  only  a  guess. 
Of  course  I  do  not  advise  any  one  to  study  the 
market's  technical  coniiition  for  the  purpose  of 
trading  ui  these  movements;  but  to  those  who  are 
bound  to  trade,  I  strongly  recommend  that  they 
fortify  themselves  by  a  study  of  these  movements 
and  the  technical  conditions  causing  them. 

Thirdly,  there  are  the  long  swings  extending 
over  one  or  more  years,  caused  by  corresponding 
changes  in  fundamental  conditions.  These  long 
swings  may  be  compared  to  the  movements  of  the 
tide.  The  ripples  cannot  be  foretold  in  any  way; 
the  wave  movements  can  only  be  guessed  at;  but 
the  tide  movements  can  be  foretold  with  absolute 
accuracy.  In  the  same  way,  students  of  funda- 
mental conditions  can  tell  whether  the  market  is  at 
high  or  low  tide,  or  whether  the  tide  is  going  out  or 
coming  in. 

Study  Financial  Cycles 

All  financial  and  industrial  history  has  been 
divided  into  distmct  x^ycles,  and  each  cycle  has 
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iV  ^  consisted  of  four  distinct  periods  of  from  two  to 

yi  four  years.    There  is  the  period  of  business  pros- 

'.|  perity,   during   which   the   insiders   liquidate   and 

1  stocks   decline   in   price;   the   period   of   business 

decline,  during  which  stocks  drag  on  the  bottom; 
the  period  of  business  depression,  when  the  in- 
siders are  accumulating  and  stocks  are  increasing 
in  price;  and  the  period  of  business  improvement, 
at  the  last  end  of  which  stocks  reach  abnormally 
high  prices.  Moreover,  by  a  systematic  and 
thorough  study  of  both  business  and  investment 
conditions,  with  their  relations  to  each  other,  it 
should  be  possible  to  tell  with  exactness  in  which 
of  these  four  periods  we  are  at  any  given  time, 
and  to  estimate  fairly  closely  when  a  change  may 
be  expected. 
\  .  Since  it  is  thus  possible  to  anticipate  these  long 

swings,  referred  to  as  the  third  movement,  those 

with  money  and  the  courage  of  their  convictions 

I  are  enabled  to  make  large  fortunes.     Moreover, 

unlike  almost  any  other  form  of  speculation,  such 
men  as  do  take  advantage  of  these  movements  are 
performing  a  distinct  service  to  their  country  by 
helping  to  steady  conditions.  In  fact,  every  addi- 
tional investor  who  henceforth  endeavors  to  profit 
by  these  long  swings  causes  the  future  periods  of 
depression  to  be  less  severe  and  the  future  periods 
*  of  prosperity  to  be  less  reckless. 
?  In  view  of  the  above,  two  statements  should  be 

-:*  self-evident.     The  first  one  is  this:  There  is  no 

I  j^,  sure  way  of  making  money  in  day-to-day  specula- 

fT^  tion,  such  as  is  indulged  in  by  the  ordinary  trader. 
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Ninety-eight  per  cent  of  such  traders  come  to  grief, 
losing  not  only  tBeir  money,  but  also  their  health, 
reputation,  and  what  is  worst  of  all,  their  courage 
and  self-respect.  The  game  is  absolutely  "rigged" 
against  them,  as  the  powers  that  be  own  all  the 
paraphernalia  and  apparatus,  and  are  subject  to 
no  laws  or  regulations.  At  Monte  Carlo  one  plays 
simply  gainst  luck,  and  with  the  exception  of 
about  two  and  a  half  per  cent  in  favor  of  the  bank, 
the  player  has  an  equal  chance  with  the  bank  to 
win,  which  is  not  true  when  he  is  playing  against 
Wall  Street.  Not  only  are  the  commissions 
against  the  speculator — so  that  if  he  should  win  one- 
half  of  the  time  he  would  still  be  out  hia  commis- 
sions-— but  almost  everything  is  "rigged"  to  beat  him. 

Don't  Follow  the  Crowd 

Most  market  letters  urge  the  public  to  buy  when 
they  should  sell,  and  to  sell  when  they  should  buy. 
The  banks  lower  their  money  rates  and  make  it 
easy  for  people  to  purchase  when  stocks  really 
should  be  sold;  and,  conversely,  they  call  loans 
and  unintentionally  do  all  that  is  possible  to  pre- 
vent the  public  from  purchasing  when  stocks  are 
low.  Corporations  raise  their  dividends  and  pub- 
lish splendid  reports,  making  their  stocks  look 
attractive  when  they  are  already  too  high,  and 
they  reduce  the  dividends  and  show  poor  earnings 
when  the  stocks  are  reaily  an  attractive  and  safe 
investment;  and  so  it  is  all  the  way  down  the  line. 
Banks,  corporations,  leading  men,  and  even  many 
of  the  brokers  themselves,  are  all  consciously  or 


r: 


t  400  BONDS  AND  STOCKS 


» 


.A  1 


r 


> 


•■   \ 


\i  ]  unconsciously  combined  to  get  the  public  in  wrong. 

1         '  Consequently,   only  about  two*  per  cent  of  the 

i  traders  who  enter  Wall  Street  ever  succeed  in  beat- 

\  ;..  ing  this  game,  though  even  a  larger  percentage  of 

I  '  those  who  play  at  Monte  Carlo  beat  the  bank  there. 

Of-  course,  if  one  knew  that  the  Wall   Street 

organization    would    invariably    give    the    wrong 

;  !  advice,  one  could— if  he  had  extraordinary  self- 

i  control    and    independence — ^beat    the    game    by 

always  doing  exactly  the  opposite  of  what  some  of 
the  news,  sheets,  banks,  corporation  officials  and 
:  brokers  generally  advise;  but  this  also  is  an  impos- 

sibility, as  these  interests  sometimes  advise  correctly 
for  the  very  purpose  of  still  further  bewildering 
investors  and  the  public  generally.  Therefore, 
the  first  point  that  I  wish  to  impress  upon  the 
i  reader  is  that  only  about  two  per  cent  of  the  spec- 

ulators and  room  traders  ever  succeed  in  retiring 
}  from  Wall  Street  with  any  profit,  and  that  the 

I  majority   of  this   small   percentage   do   it   largely 

through  luck. 

The  second  statement  that  I  wish  to  emphasize 
is  as  follows:  Although  the  ordinary  speculator 
has  a  very  small  chance  of  profit,  and  although  it 
is  almost  an  impossibility  to  make  money  in  stocks 
along  the  lines  ordinarily  practised,  yet  there  is 
i  one  method  by  which  it  may  be  done.    I  refer  to 

the  method  of  taking  advantage  of  the  long  swings, 
extending  over  periods  of  from  one  to  four  years, 
which  is  possible  by  a  systematic  study  of  funda- 
mental conditions. 
i^  As  to  what  the  stock  market  is  to  do  today  or 
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tomonww,  or  even  next  week,  or  possibly  next 
month  no  one  knows,  and  only  those  fully 
acquainted  with  the  market's  technical  conditions 
can  make  an  intelligent  guess.  Outside  of  about 
half  a  dozen  interests  in  Wall  Street,  all  the  rest 
of  those  who  play  the  short  awing  game  are  simply 
tools.  These  six  are  well  known  to  all  and  obtain 
their  power  simply  through  their  intimate  connec- 
tions with  the  press,  the  corporations  and  the 
brokers.  Moreover,  although  these  men  may  have 
their  places  taken  by  others,  yet  their  number  will 
never  be  much  greater;  for,  as  the  circle  extends, 
they  begin  to  endeavor  to  beat  one  another,  which 
keeps  the  number  down.  So  one  cannot  reason- 
ably expect  to  be  one  of  these. 

Be  a  Big  Man 

There  is,  however,  another  and  much  lai^er 
circle  of  men  who  represent  Wall  Street  in  the 
popular  mind  and  are  continually  making  and 
retaining  great  fortunes.  These  men,  however, 
are  not  traders  and  speculators,  as  are  the  first 
mentioned  six,  although  the  pubhc  does  not  recog- 
nize the  difference.  The  operations  of  these  bigger 
men  are  based  wholly  on  fundamental  conditions 
and  long  swings.  When  stocks  are  cheap  and  they 
consider  that  fundamental  conditions  are  becoming 
sounder  each  week,  they  begin  and  continue  to 
accumulate  so  long  as  fundamental  conditions  con- 
tinue to  improve.  This  period  usually  lasts  for 
about  eighteen  months,  although  they  may  do 
eighty  per  cent  of  their  buying  during  the  first 
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few  months  of  the  period,  when  the  press,  the 
banks  and  the  corporation  officials  all  seem  pessi- 
mistic and  the  pubUc  is  selling. 

At  the  end  of  this  period,  and  upon  the  first  sign 
of  real  prosperity,  these  men  begin  to  sell,  although 
many  of  them  continue  to  talk  optimistically  so 
that  the  public  will  buy.  In  other  words,  the  dis- 
tributing process  commences,  lastii^  for  one  or 
more  years,  during  which  tune  the  leaders  are  all 
talking  optimistically,  the  banks  are  loaning  money 
at  low  rates,  and  the  corporations  are  raising  their 
dividends.  Nevertheless,  fundamental  conditions 
are  no  longer  improving,  and  these  men  who  study 
fundamental  rather  than  surface  conditions  are 
rapidly  selling  all  of  their  stocks;  in  fact,  even  the 
money  received  from  the  sale  of  these  stocks  ia 
loaned  on  the  Street  to  enable  the  public  to  buy 
stocks  more  easily. 

Then,  when  the  public  has  absorbed  all  of  the 
stocks  possible  and  surface  conditions  are  so  bright 
that  the  ordinary  speculator  is  anticipating  no 
trouble — although  fundamental  conditions  are,  of 
course,  misatisfactory— the  word  is  passed  around 
to  "pull  the  plug."  Stocks  then  begin  to  tumble 
and  ahnost  every  one  suddenly  becomes  pessimistie, 
banks  begin  to  call  loans,  corporations  reduce  divi- 
dends and  everything  is  done  to  force  the  sale  of 
stocks  and  cause  low  quotations.  This  method  of 
depressing  the  market  is  continued  for  one  or 
more  years  until  fundamental  conditions  b^in  to 
improve,  when  the  accumulating  process  above 
mentioned  is  again  commenced,  although  business. 
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In  short,  these  men,  constantly  studying  funda- 
nieutal  conditions,  enter  the  market  once  in  every 
few  years  to  buy  or  sell  according  to  what  these 
fundamental  conditions  indicate.  After  purcha-i- 
ing  stocks  they  hold  them  for  a  year  or  so,  eelliug 
out  when  the  pubUc  begins  to  buy,  and  loaning 
money  to  the  pubbc  for  a  year  or  more  thereafter 
to  make  said  purchasing  easier.  When  they  have 
sold  all  of  their  previous  holdings  and  also  are 
heavily  short  of  the  market — while  banks,  mer- 
chants and  investors  are  over-extended  and  funda- 
mental conditions  are  becoming  unsound— they 
suddenly  change  their  attitude,  begin  to  talk  peasi- 
niistically  and  do  all  they  can  to  depress  stocks,  as 
above  suggested,  preparatory  to  another  period  of 
accumulation. 

As  to  what  the  market  does  from  day  to  day  or 
from  month  to  month,  these  men  do  not  care.  They 
do  not  trade  as  do  ninetynine  per  ceni  of  the  speat- 
lators,  but  rather  play  simply  for  the  long  swings. 
Moreover,  although  I  strongly  oppose  many  of  the 
methods  that  some  of  these  men  employ,  yet  J  believe 
thai  the  ultimate  resuU  of  their  studies  is  good  for  the 
country,  by  tending  to  steady  conditions  as  well  as  being 
profitable  to  themselves. 

Of  course,  this  means  confining  all  of  one's  buy- 
ing to  perhaps  one  month  in  two  or  more  years  and 
holding  said  stocks  for  a  while;  confining  all  one's 
seUing  to  perhaps  a  month,  and  then  buying  only 
commercial  paper  for  a  while.     By  so  doing,  how- 
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{•  ever,  one  may  eventually  accumulate  a  great  for- 

5  tune  without  much  risk,  especially  if  he  will  confine 

1  his  investments  to  high  grade,  standard  securities. 

I  Nearly  all  of  the  honest  great  fortunes  of  this 

I  country  have  been  made  by  a  study  of  funda- 

mental conditions,  by  independent  work  along  the 
1  lines  above  mentioned.     Moreover,  it  is  only  by 

i  stud3dng    fundamental    conditions    that    one  can 

*  align    himself    with    these   large    interests — ^which 

do  not  trade  from  day  to  day  or  from  month  to 
month — and  make  money  as  they  do. 

How  to  Study  Fundamental  Conditions 


Various  charts  and  tables  have  been  prepared  by 
i  different  individuals  in  order  to  enable  the  investor 

intelligently  to  take  advantage  of  these  long  swings. 
With  the  exception  of  the  Area  Charts  so-called, 
all  of  this  work  either  has  ignored  one  of  the 
two  factors  (time  or  intensity)  or  else  has  not 
properly  considered  the  changed  conditions  due  to 
a  country's  growth  or  decline.  Hence,  much  of 
this  work  has  not  only  failed  properly  to  register 
present  conditions,  but  has  absolutely  failed  to  aid 
the  investor  in  forecasting  future  conditions.  These 
criticisms,  however,  do  not  apply  to  the  Area 
Theory,  which  is  graphically  shown  by  the  annexed 
chart,  and  which  theory  will  now  be  explained  in 
detail. 

The     Composite     Curve     Measuring     Temporary 

Changes:     This  outline  of  the  black  area  (which 

i    ,..•«  henceforth  will  be  referred  to  as  the  '^curve'O   is 

determined   by  reducing  to   common  index  num- 
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bers  and  by  combining  the  latest  figures  on  various 
business  barometers  such  as : — bank  clearings,  money- 
rates,  new  building,  railroad  earnings,  politics, 
crops,  etc.  The  advantages  and  disadvantages 
of  using  such  a  composite  plot  should  be  self- 
evident.  At  first  thought  one  concludes  that  by 
omitting  or  including  certain  subjects  and  by  using 
different  systems  of  weighting,  such  composite 
index  numbers  can  be  made  to  show  almost  any- 
thing desired.  But,  as  students  of  averages  will 
know,  such  is  not  the  case.  The  writer  has  at  his 
offices  in  Wellesley,  Mass.,  a  great  number  of  these 
composite  plots  made  up  in  different  ways  with 
different  subjects,  and  the  similarity  of  them  all  is 
most  wonderful.  Consequently,  all  admit  that  this 
curve  records  or  measures  the  temporary  changes 
in  business  conditions.  Moreover,  complete  details 
as  to  how  it  is  made  up  will  gladly  be  mailed  gratis 
to  any  reader  on  retiuest. 

The  altitude  of  the  area  represents  the  intensity 
of  the  business  movement,  while  the  horizontal 
length  of  the  area  represents  its  duration.  On 
account  of  this  fact,  a  diagnosis  of  an  area  plot 
and  a  consideration  of  the  area's  shape  aid  one  in 
determining  how  long  it  will  be  before  a  change 
in  conditions  may  be  expected.  If  an  area  is  being 
developed  above  the  normal  line,  and  it  is  believed 
that  the  next  economic  movement  will  be  below 
said  line,  it  is  important  for  the  business  man  to 
know  when  the  change  in  conditions  may  be 
expected.  The  statistician  bases  his  conclusions 
as  to  duration  of  the  various  periods  upon  the 
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shape  and  size  of  the  areas.  If  an  area  is  one  of 
considerable  altitude,  the  change  may  be  expected 
to  take  place  very  much  sooner  than  if  the  s^titude 
were  not  so  large;  while,  on  the  other  hand,  shallow 
areas  are  likely  to  continue  for  some  time. 

The  X — Y  Ldne  Measuring  the  Trend:  If  such 
variables  as  politics  and  crops  were  constant  and 
there  were  no  disturbing  natural  forces  such  as 
great  earthquakes  and  floods,  no  adjustment  or 
correction  need  be  made;  but  the  X — Y  line  could 
thus  be  considered  as  fixed.  These  uncertain 
forces  should  be  considered,  and  the  method  by 
which  this  is  accomplished  is  one  of  the  salient 
features  of  the  Area  Theory.  This  correction, 
based  on  bank  clearings,  representing  the  nation's 
net  growth,  comes  through  the  location  of  the 
X — ^Y  line,  known  in  Europe  as  the  R — ^P  line. 
This  is  the  oblique  line  dividing  the  above-men- 
tioned curve  into  areas.  Its  origin  and  location 
is  as  follows: 

The  Area  Theory,  so-called,  is  simply  a  study  of 
the  areas  formed  by  these  two  lines,  viz. :  the  curve 
first  mentioned  and  this  X — Y  line.  In  the  plots 
published  by  the  Babson  Statistical  Organization, 
the  curve  is  located  once  a  month,  and  the  X — Y 
line  once  a  year;  but  both  the  curve  and  the  X — Y 
line  theoretically  change  every  day.  The  curve 
changes  in  accordance  with  the  various  economic 
movements  above  mentioned,  while  the  slope  of  the 
X — Y  line  changes  in  accordance  with  the  net 
growth  of  the  country,  and  thus  is  dependent  upon 
crops,    politics,    etc.      Practically    speaking,    the 
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curve  ia  the  combination  of  a  large  number  of 
subjecta,  and  represents  monthly  activity,  while 
the  X — Y  line  is  based  on  the  net  growth  of  the 
country  as  determined  by  previous  areas.  Each 
year  the  slope  of  this  X — Y  hue  is  temporarily 
fixed  by  a  study  of  bank  clearings  and  other  fac- 
tors. This  correction,  known  as  the  annual  cor- 
rection, is  automatic.  Furthermore,  at  the  end  of 
each  cycle,  say  once  in  five  or  six  years,  an  arbi- 
trary correction  is  made  by  slightly  raising  or 
lowering  the  X — Y  line  so  as  to  make  the  area 
above  and  below  thereof  equal  for  the  completed 
cycle.  This  second  correction  is  made  on  the 
assumption  that  "action  and  reaction  are  equal" 
when  applied  to  business  en  masse,  and  hence 
would  not  be  made  by  persons  who  claim  not  to 
grant  this  assumption. 

The  condition  of  the  money  market  and  general 
business  has  long  been  shown  by  charts  and  curves; 
but  these  all  have  been  of  little  avail  for  correctly 
measuring  changes,  because,  owing  to  the  growth 
or  decline  of  nations,  conditions  have  varied  or  the 
standard  of  measurement  has  changed.  The  value 
of  the  Area  Theory  lies  in  the  fact  that  these 
changed  conditions  are  compensated  for.  This 
X — Y  line  acts  like  an  automatic  governor  on  an 
engine.  The  curve,  of  course,  records  the  "ups 
and  downs"  of  business  as  have  the  curves  of  other 
students;  but  the  area  formed  by  said  curve  and 
the  X — Y  line  affords  an  opportunity  to  intel- 
ligently read  into  the  plot  ail  the  contributing 
factors. 
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A  Measure  of  Present  Conditions  and  an 
Aid  in  Anticipating  Future  Conditions 

When  crops  are  good  and  politics  constructive, 
the  X — Y  line  automatically  slopes  upward 
enough  to  compensate  for  this  additional  growth 
to  which  business  is  entitled;  but  when  crops  are 
poor,  politics  uncertain,  or  the  country  has  met 
with  some  great  disaster,  the  X— Y  line  slopes 
automatically  downward. 

Therefore,  it  will  be  seen  that  the  area  com- 
posite plots  differ  even  from  other  composite  charts 
ia  two  ways:  (1)  By  being  determined  from  the 
two  factors  of  time  and  intensity  (which,  when 
multiplied,  form  an  area) ;  (2)  by  the  fact  that  the 
area  itself  is  being  continually  corrected  by  the 
X — Y  line,  the  slope  of  which  varies  with  the 
changes  in  crops,  politics  and  other  factors.  Thus 
these  area  composite  plots  give  a  practical  measure 
of  present  conditions,  constantly  adjusted  to  basic 
changes,  and  yet  capable  of  comparison  with  pre- 
vious periods. 

At  this  point  it  should  frankly  be  stated  that 
the  adoption  of  the  theory  of  action  and  reaction 
as  applicable  to  business  is  wholly  an  assumption. 
In  other  words,  it  can  not  now  be  proved  that  the 
law  of  action  and  reaction  is  applicable  to  business 
en  masse.  Such  proof  can  come  only  with  time. 
The  Babson  Statistical  Organization  frankly  as- 
sumes said  law*  as  being  applicable  to  business 
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■as  well  as  to  mechanics  and  other  sciences  and  on 
*  this  assumption  bases  its  interpretation  of  the  plots 
in  anticipating  future  conditions. 

Not  only  do  the  areas  formed  as  above  described 
offer  the  best  existing  measure  of  present  condi- 
tions; but,  by  enabling  one  to  compare  present  with 
normal  conditions,  the  writer  believes  one  is  able, 
from  the  assumption  of  the  law  of  action  and  reac- 
tion, also  to  anticipate  future  changes  and  thus 
foretell  the  great  tidal  movements  in  the  security 
and  commodity  market. 

On  this  aBsumption,  under  certain  eonditiona  or  rates  of 
growth  as  detpnmned  by  the  X — Y  line,  it  businosa  develops 
nonnally  above  said  line,  it  must  later  rest  a  corresponding 
amount  below  it  in  area.  The  over-extenaion  ot  loans,  over- 
production of  merchandise  or  any  other  abnormal  economic 
movement  carrying  the  curve  tar  above  the  X — Y  line 
should,  under  this  assumption,  be  compensated  for  by  a 
Mmikf  movement  of  the  eurv'e  below  the  X — Y  line,  unlees 
the  country  grows  enough  to  absorb  this  abnormal  move- 
ment, which  growth  would  result  in  the  automatic  raising 
of  the  X^ — Y  hne.  In  other  words,  we  assume  that  for  every 
action  there  must  be  an  equal  reaction,  although  the  reac- 
tion may  sometimes  be  absorbed  through  growth,  and  the 
shock  be  unnoticeable.  On  the  other  hand,  after  an  abnor- 
mal period  ot  contraction  of  loans  and  curtailment  of  pro- 
duction, during  an  area  formed  by  the  curve  dropijjng  far 
below  the  X— Y  line,  we  believe  that  a  compensating  up- 
ward development  ot  the  curve  will  take  place,  unless  the 
growth  ot  the  country  is  so  retarded  through  crop  tailures, 
war,  desolation  or  poUtical  disturbance  as  to  result  in 
lowering  the  X^Y  line.  In  either  ease,  we  a.'5sume  that  the 
areas  above  and  below  the  X — Y  line  should  work  out  to  be 
approximately  equal,  and  thereupon  base  our  opinions  as  to 
_the  probable  course  of  future  events. 

This  theory  relative  to  action  and  reaction  is 
most  easily  understood  if  one  will  remember  that 
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when  an  area  ia  being  formed  above  the  X^-Y  line, 
it  simply  means  that  production  ia  exceeding  con- 
sumption and  that  manufacturers,  merchanta  and 
consumers  are  becoming  over-extended,  purchas- 
ing more  than  they  pay  for;  while  an  area  belou' 
the  line  signifies  that  consumption  exceeds  produc- 
tion, and  that  manufacturers  are  reducing  their 
stocks  of  merchandise,  and  that  consimaers  arc 
again  beginning  to  save.  Further,  when  the 
curve,  representing  buainess,  coincides  with  the 
X— Y  line,  ideal  couditionB  exist  from  an  eco- 
nomic point  of  view.  Production  and  consumption 
then  balance  except  for  the  excess  which  13  eon- 
served  as  capital.  The  amount  of  the  excess  is 
shown  by  the  slope  of  the  X — Y  line.  The 
greater  the  slope  upward,  the  more  rapidly  capital 
is  being  created;  while  if  the  slope  is  downward, 
it  signifies  that  the  nation's  assets  are  being 
consumed. 

Of  course  this  theory  relating  to  action  and  reac- 
tion can  be  applied  more  and  more  exactly  as  a 
greater  number  of  people  is  considered.  In  fact, 
the  application  of  Sir  Isaac  Newton's  law  to  eco- 
nomics is  intimately  related  to  the  study  of  averages. 
It  is  impossible  for  one  to  estimate  correctly  what 
will  be  the  length  of  life  of  any  one  reader  of  this 
book;  but  it  is  possible  to  estimate  within  a  few 
years  what  will  be  the  average  length  of  life  of 
all  who  read  this  book.  When  considering  200,000 
people,  the  insurance  expert  can  anticipate  almost 
within  a  few  days  what  the  average  length  of  life  of 
said  group  will  be.     In  the  same  way,  action  and 
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r  reaction  are  equal  in  business  and  economic  move- 
i  ments  only  when  applied  to  the  actions  of  the  mass 
as  a  whole,  and  not  to  distinct  trades  or  localities. 
Therefore,  the  area  plot  gives — (a)  by  curves 
the  temporary  movement  of  business;  (b)  by  areas, 
automatically  adjusted  through  the  X— Y  line 
to  the  growth  of  a  nation,  the  real  condition  of 
business,  showing  the  relation  thereof  to  normal 
conditions;  and  (c)  by  the  assumption  of  the 
theory  of  action  and  reaction  in  relation  to  the 
area  movements,  an  intelligent  forecast  of  future 
conditions. 

I  The  Four  Successive  Steps 

In    conclusion,    the    preparation    of   these    area 

composite   plots   consists   of   four   parts:    (1)    the 

combining   of  many  different  economic  indicators 

into  one  curve;  (2)  the  use  of  an  area  instead  of 

a  line  in  order  to  consider  the  effect  of  both  inten- 

fflty  and  time;  (3)  the  correcting  of  the  result  as 

.  ^own  by  this  area  in  accordance  with  the  growth 

■rof  the  country;  and  (4)  the  anticipating  of  future 

l-Conditions  in  accordance  with  the  theory  of  action 

'  and  reaction.     The  firet  three  parts  of  the  work 

are  simply  mathematical  calculations  to  which  no 

exceptions  are  generally  taken.     The  fourth  part 

~43i  the  work  is  based  on  the  assumption  of  the 

^theory  of  action  and  reaction,  the  correctness  of 

iffhich  only  time  can  prove. 

Hence,  after  these  composite  area  plots  have 
■shown  an  abnormal  area  above  the  Una  X — ^Y,  a 
■corresponding  area  below   the   line  should,   under 
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normal  conditions,  follow  if  this  theory  is  correct 
and  the  line  is  properly  located.  Such  an  area 
below  would  mean  a  depression  preceded  by  more 
or  less  panicky  conditions  and  followed  by  low 
money  rates.  On  the  other  hand,  after  such  an 
area  has  developed  helow  the  X — Y  line,  one  may, 
according  to  this  theory,  expect  an  area  above  to 
follow,  which  would  be  an  area  of  prosperity, 
preceded  by  active  stock  market  conditions  with 
rismg  stock  prices  and  foUowed  by  a  period  of 
tight  money  and  declming  bond  prices.  In  other 
words,  if  this  action  and  reaction  theory  applied  to 
business  is  correct,  a  heavy  volume  of  business  with 
high  money  rates  and  low  bond  prices  should  come 
at  the  end  of  a  prosperity  area  as  the  curve  is  cross- 
ing the  X — ^Y  line;  while  a  light  volume  of 
business,  low  money  rates  and  high  bond  prices 
should  come  at  the  end  of  a  depression  area,  as 
the  curve  is  crossing  the  X — Y  line  on  its  upward 
swing. 

Of  course,  there  are  instances  when  the  students 
of  the  area  theory  are  more  or  less  at  sea,  such  as 
when  the  curve  hovers  for  some  time  in  the  vicinity 
of  the  X — Y  line  near  the  end  or  the  beginning 
of  a  permanent  movement.  If  the  curve  drops 
down  to  the  normal  line  when  the  area  above  has 
apparently  been  about  three-quarters  consumed, 
the  most  thoughtful  student  dares  not  state  whether 
the  next  immediate  movement  will  be  above  or 
below  the  X — Y  line.  Similar  conditions,  how- 
ever, confront  all  scientists  whether  in  the  field  of 
physics,  chemistry  or  astronomy. 
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A  further  study  has  been  made,  segregating  the 
present  composite  plot,  as  now  published  by  my 
organization  each  week,  into  two  plots,  each  cover- 
ing twenty  years;  one  series  of  areas  containing 
subjects  which  under  normal  conditions  show 
growth,  such  as  bank  clearings,  railroad  earnings, 
etc.,  and  the  other  series  of  areas,  which  under 
normal  conditions  do  not  show  growth,  including 
subjects  such  as  money  rates,  surplus  reserve,  etc. 
This  segregation  of  the  various  subjects  into  these 
two  groups  with  two  X — Y  lines,  a  sloping  line 
for  the  growth  subjects  and  a  level  line  for  the 
non-growth  subjects,  is  showing  some  extremely 
interesting  developments  and  is  likely  to  open  a 
new  and  extended  field  of  research  with  a  most 
practical  application. 

Application 

As  it  therefore  is  possible  to  study  fundamental 
conditions  along  the  lines  above  indicated  and  thus 
take  advantage  of  the  long  swings,  the  writer 
earnestly  advises  readers  to  have  nothing  to  do 
with  either  of  the  first  two  forms  of  investment 
mentioned  in  Chapter  III,  but  confine  his  pur- 
chases either  to  high  grade  bonds  for  permanent 
investment,  or  else  to  high  grade  stocks  which 
should  be  bought  and  sold  about  once  in  three  or 
four  years  in  accordance  with  what  the  area  theory 
indicates.  The  portion  of  the  reader's  money 
which  he  desires  to  invest  in  bonds,  he  should 
invest  at  the  very  end  of  a  period  of  prosperity 
when  money  rates  are  very  high  and  the  outline  of 
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the  area  is  coming  downward,  crossing  the  line 
X — ^Y  preparatory  to  forming  an  area  below  the 
line.  This  is  the  time,  as  shown  by  the  dotted  line 
on  the  annexed  chart,  to  buy  bonds,  and  usually 
an  investor  is  best  oflf  by  purchasing  only  at  such 
times  and  then  only  such  high  grade  bonds  as  are 
listed  and  actively  traded  in  on  the  New  York 
Stock  Exchange.  Such  listed  bonds  are  abnor- 
mally high  during  periods  of  high  prices  when  the 
investor  is  better  oflf  by  purchasing  unlisted,  inac- 
tive bonds;  but  they  are  abnormally  low  during 
periods  of  decline.  Hence,  when  it  is  the  proper 
time  to  buy  bonds,  one  can  usually  find  better 
bargains  among  the  listed  bonds  than  among  the 
unlisted  bonds. 

The  portion  of  the  reader's  money  to  be  invested 
in  stocks  should  likewise  be  invested  only,  say  once 
in  three  or  four  years,  during  the  slump  which 
invariably  comes  in  the  early  part  of  an  area  below 
the  X — Y  line,  as  is  clearly  shown  by  the  red  solid 
line  on  the  annexed  chart.  At  this  time,  when 
every  one  else  is  blue  and  pessimistic,  the  reader 
should  step  in  and  purchase  all  he  possibly  can  of 
the  highest  grade  stocks,  paying  for  them  outright, 
and  then  ''sit  tight."  With  reliance  on  Sir  Isaac 
Newton's  law,  the  investor  should  rest  assured  that 
an  area  will  surely  develop  below  the  X — Y  line 
to  counterbalance  the  areas  above,  during  which 
time  money  rates  will  ease  up,  funds  will  accu- 
mulate, investment  will  be  on  the  increase  and  stock 
prices  will  rise.  This  increase  in  prices  will  con- 
tinue until  another  area  begins  to  develop  above 
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the  X — ^Y  line,  when  an  investor  should  sell  his 
securities  at  the  high  point,  also  shown  by  the  red 
solid  line  on  the  annexed  chart.  Of  course,  when 
such  a  time  comes,  brokers  and  friends  may  insist 
that  the  nation  is  just  entering  a  period  of  pros- 
perity, and  instead  of  selling  stocks,  it  is  time  to 
buy  more,  but  never  mind, — pay  no  attention  to 
such  advice.  The  time  to  sell  is  in  the  early  part 
of  the  area  of  prosperity  before  the  other  fellow 

f  sells,  just  the  same  as  the  time  to  buy  is  at  the 

[  beginning  of  an  area  of  depression  before  the  other 

[■  fellow  begins  to  buy. 

It  is  true  that  this  takes  courage,  as  by  nature 

'  we  are  all  apes  and  it  is  difficult  to  go  against 
everybody's  advice  and  do  differently  from  what 
other  people  are  doing.  However,  the  only  way  to 
make  money  in  the  stock  market  is  to  be  the  one 
man  in  a  hundred  to  do  differently  from  the  ninety- 
nine,  and  this  means  that  we  should  buy  when 
panic  reigns  and  everybody  else  is  thoroughly  pessi- 
mistic,  believing  that  the  market  is  going  lower, 
and  we  should  sell  when  everybody  else  is  very 
optimistic,    believing    that    the    market    is    going 

I  higher.  Aa  above  explained,  one  should  be  able 
to  do  this  by  studying  the  composite  plota  prepared 
on  the  Area  Theory.  If,  however,  you  are  not 
willing  to  study  fundamental  conditions  by  this 
Area  Theory  and  have  not  the  courage  to  act  in 
accordance  with  what  said  Area  Theory  indicates, 
then  you  had  better  confine  your  investments  to 
bonds,  becoming  a  permanent  investor,  so-called, 
and  not  purchase  stocks  for  any  purpose. 
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The  Kind  of  StodcB  to  Buy 

Althou^  the  writw  baa  ^veii  minute  instruc- 
tiona  in  the  pteoeding  chapter  for  the  selection  of 
aecuritiea,  yet,  pemMuUy,  he  believes  the  rtuider 
would  be  very  much  betto-  off  to  give  his  atteJition 
to  studying  fundanuatal  oonditiong  as  evidenced 
by  the  Area  Theory  than  to  analyze  corporation 
reports,  endeavoring  to  aaoertain  what  stocks  to 
buy  and  what  not  to  buy.  During  a  panic  it  is 
safe  to  buy  any  (A  the  good  stocks  and,  moreover, 
it  is  important  to  buy  a  broad  list  of — say  ten  to 
twelve  of  1^  established  but  active  dividend 
payers.  Many  men  think  tiiat  they  are  wiae  in 
confining  their  investments  to  one  or  two  stocks 
which  they  believe  are  due,  for  certain  reasons,  to 
a  special  rise.  In  the  writer's  opinion,  it  is  a 
mistake  to  figure  on  wiy  such  information,  or,  in 
fact,  any  inside  tips.  When  the  time  comes  to  buy, 
purchase  a  broad  list  such  as  the  above.  Some 
will  go  up  more  than  others;  some  may  not  go  up 
at  all,  but  the  list  as  a  whole  will  show  a  handsome 
profit.  When  one  confines  his  investments  to  only 
one  or  two  stocks,  he  takes  a  decided  risk,  and  the 
only  way  the  writer  has -made  money  is  by  elimi- 
nating all  risks. 

When  to  Sell 
We  usually,    however,   do  not  have  so   much 
trouble  in  gettir^  clients  to  buy  as  we  do  to  get 
them  to  sell.     It  seems  to  be  difficult  for  the  in^B 
vestor  to  be  willing  to  sell  when  everyone  else  i 
optimistic,  or  to  forego  his  dividends  by  leavin 
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his  money  on  deposit  in  a  bank  for  two  or  three 
years  at  a  low  rate  of  interest.  Nevertheless,  the 
only  way  to  have  money  with  which  to  buy  during 
a  panic  is  to  sell  out  when  stocks  are  high  and  to 
keep  this  money  in  liquid  form  for  two  or  three 
years  until  this  panic  comes.  Of  course,  it  need 
not  all  be  kept  on  deposit  in  banks,  but  much  of  it 
can  be  invested  in  short-term  notes,  commercial 
paper,  etc.  In  making  such  investments,  however, 
during  the  period  of  prosperity  while  waiting  for 
a  panic,  the  investor  should  give  no  attention  to 
rate,  but  purchase  only  the  highest  grade  short- 
term  notes  and  the  highest  grade  commercial 
paper  which  can  be  liquidated  oj*  sold  at  any  time 
without  loss.  Nine-tenths  of  the  losses  which 
occur  to  investors  are  due  to  their  desire  for  too 
high  a  rate  of  interest,  and  this  is  a  special  tempta- 
tion for  the  man  who  is  endeavoring  to  take  ad- 
vantage of  the  long  swings.  He  hates  to  let  the 
money  lie  idle  and  uninvested  for  two  or  three 
years,  waiting  for  a  panic.  Nevertheless,  this  is 
the  only  way  to  play  the  game  successfully.  In 
order  to  have  money  to  invest  during  a  panic,  one 
must  liquidate  months,  or  perhaps  years,  in 
advance. 

This  chapter  represents  the  honest  conviction  of 
the  author  on  investing  money,  although  he  is  well 
aware  that  it  is  not  an  acceptable  doctrine  to  bond 
houses  and  brokers  who  are  dependent  on  a  con- 
stant business  from  day  to  day  and  from  month 
to  month. 
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Accounts:  with  banks,  11, 17. 

"Accrued"  or  "and  interest," 
64,297. 

Advertisements:  niisledding, 
130,  141. 

Area  Theory,  404. 

Assessed  valuation:  compared 
hi  actual  value,  2Ei(). 

Assumed  bonds,  1 10. 

Boadsi  advantages  and  dis- 
advantogea,  113;  assumed, 
110;  callable  or  optional, 
73;  classes  of,  96,  155;  col- 
lateral trust,  109;  convertj- 
ble,  104,  148;  coupons,  57; 
debenture,  109;  defaulted, 
285,  291;  definition  of,  97, 
127;  effect  of  gold  produa- 
tioD,  357;  equipment,  105, 
156;  exchange  of,  278;  ot- 
lended,  104;  guaranteed, 
78,  110;  inteiMt  on,  64; 
joint,  111;  land  grant,  105; 
Uffting  of,  117;  mortgage, 
99;  municipal,  252;  prin- 
cipal of,  53;  prior  lien,  102, 
155;  public  utility,  207, 
216;  railroad,  145;  rates  of 
commis^on  on,  US,  123; 
refunding,  106,  151;  aerial, 
71;  sinking  fund,  71;  spe- 
dftl  assessment,  269;  tele- 
phone, 231;  terminal,  105. 

Book  value,  27. 

Callable  bonds,  73. 

Certificate  of  deposit,  295. 


Coal:  fapply  of,  235, 
Collateral  trust  booda,  109, 
Commercial  paper,  79, 
Commisaioa:   rates  of,    118, 

123. 
Consolidated  bonds,  100, 156. 
Convertible  bonds,  104,  148, 

156. 
Conversion  privilege,  148. 
Copper  minca:  Butte  group, 
314;  clasacB  of,  308;  de- 
velopment of,  310;  divi- 
dends of,  308;  Lake  group, 
313;  Porphyry  group,  315; 
prospects  of,  311;  securities 
of,  319;  stocks  of,  306,  329, 

Corporations:  classes  of,  85, 

96. 
Cost   of   living:   affected   by 

gold  production,  355. 
Coupons  of  bonda,  57, 
Credit:  with  banks,  13,  80. 
Debenture  bonda,  109,  156. 
Defaulted  bonds:  advantages 

and  diaadvantagca  of,  302; 

exchange  of,  285;  purpose 

of,  291. 
Distribution  of  risk:  theory 

of,  86,  93. 
Dividends:  on  atock,  58,  68, 

130,  308,  328. 
Edison,  Thomas  A.:  on  effect 

of  gold  production,  368. 
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lOlcctric;  lighting  companies: 
advantagrs  and  disadvan- 
tages of,  214;  earnings  and 
luaiiagcrnent,  213;  fran- 
chises, 211;  securities  of, 
2(M. 

Klcetrie  railways:  earnings 
and  management,  196; 
earnings  of  Massachusetts 
companies,  200;  franchises, 
1S<);  securities  of,  187,  199. 

lM}uipment:  bonds,  105,  155; 
maintenance,  158. 

iMjuit y  of  bonds,  155. 

Escrow:  definition  of,  78. 

Excliange  of  securities,  278. 

lOxt'iuled  l)onds,  104. 

Factor  of  safety,  151,  185, 
174. 

Fixed  charges,  154,  170. 
Flat  price,  6G. 

Foreign:  l)anks,  31;  exchange, 
:^3S;  investors,  31,  137. 

Fniuds,  i:^0,  141,  275,  320. 

Franchise,  189,211,224,228. 

Fundamental  conditions,  404. 

Gas  companies:  advantages 
and  disadvantages  of,  214; 
bonds  of,  207;  earnings  and 
management,  213;  fran- 
chises of,  211;  securities, 
204. 

General  mortgage  bonds,  101, 
156. 


Gold:  production,  352;  se- 
curities, 328;  theory,  353. 

Guaranteed  bonds,  78,  110. 

Horse  power:  method  of  fig- 
uring, 246. 

Improvement  bonds,  263, 
269. 

Interest:  bond,  64;  effect  of 
gold  production,  357;  rates, 
335. 

Investments:  advice  on,  15, 
31,  375;  classes  of,  85,  376; 
diversification  of,  86,  93; 
(exchange  of,  275;  prices  of, 
335;  sources  of  information, 
387. 

Investors:  advice  to,  130, 
397;  classes  of,  40;  instruc- 
tions for,  387;  vocabulary 
of,  52. 

Joint  bonds.  111. 

Land  grant  bonds,  105. 

Lighting  companies:  advan- 
tages and  disadvantages  of, 
90,  206,  214;  eammgs  and 
management,  213;  fran- 
chises, 211;  securities,  204. 

Listing:  advantages  and  dis- 
advantages of,  120;  method 
of,  117. 

Margin:  purchases  on,  45. 

Margin  of  safety,  25,  174. 

Mining  securities:  320;  ad- 
vantages and  disadvan- 
tages, 323,  329;  copper, 
306;  gold  and  silver,  328. 
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Money  rates,  335. 

Mortgage:  bonds,  99;  title  of, 
77. 

Municipal  securities:  advan- 
tages and  disadvantages 
of,  259;  definition  of,  250; 
laws  concerning,  257,  265; 
purpose  of,  252;  sale  of, 
254;  selection  of,  271;  spe- 
cial assessment,  269. 

Optional  bonds,  73. 

Prior  lien  bonds,  102,  155. 

Promoters,  319,  376. 

Public  utilities,  advantages 
and  disadvantages  of,  90, 
214,  244;  earnings  and 
management,  196,  213; 
franchises,  189,  211;  se- 
curities, 187,  199,  204,  231, 
233. 

Railroad:  bonds,  145;  earn- 
ings of  Massachusetts  com- 
panies, 200;  general  ex- 
penses, 162;  grouping  of, 
179;  income,  157;  mainte- 
nance, 164;  operating  ex- 
penses, 160;  report,  152, 
157,  186;  stocks,  94,  172. 

Receivables,  80. 

Receiver's  certificates,  155, 
298. 

Refunding  bonds,  106,  151, 
156. 

Registration  of  securities,  61. 


Reorganization,  112, 128, 136, 
156. 

Securities:  classes  of,  44,  85, 
383;  electric  railway,  187, 
199;  exchange  of,  268; 
listed,  116;  mining,  306, 
319;  municipal,  250;  rail- 
road, 145,  172;  sources  of 
information  concerning, 
138,  376,  387;  telephone, 
217,  224;  water  power,  235; 
yield  of,  67. 

Serial  bonds,  71. 

Sinking  funds,  71. 

Silver  mines:  securities  of, 
328. 

Special  assessment  bonds, 
269. 

Stocks:  certificates,  58;  cop- 
per, 306,  329;  definition  of, 
127;  effect  of  gold  produc- 
tion, 357;  exchange  of, 
276;  listing,  128;  list  rec- 
ommended, 94;  mining, 
320;  movement,  395;  rate 
of  income,  68;  registration 
of,  61. 

Stock  exchange:  rules  con- 
cerning, 138. 

Street  railways:  earnings  and 
management,  196;  earnings 
of  Massachusetts  compa- 
nies, 200;  franchises,  189; 
securities  of,  187,  199. 

Swindles,  130,  141,  275,  320. 
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The  warlike  power  of  every  country  depends 
on  their  Three  per  Cents.  If  CsBsar  were  to  re- 
appear upon  earth  Wettenhall's  (Stock  Ex- 
change) List  would  be  more  important  than  his 
Commentaries ;  Rothschild  would  open  and  shut 
the  temple  of  Janus ;  Thomas  Baring,  or  Bates, 
would  probably  command  the  Tenth  Legion, 
and  the  soldiers  would  march  to  battle  with 
Joud  cries  of  Scrip  and  Omnium  reduced.  Con- 
sols and  Caesar. — Sydney  Smith. 
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CHAPTER  L 

THE  STOCK  EXOHAl^GE   AS  A  FACTOR  IN  POLITIOAL 

ECONOMY. 

WORKS  on  history  and  political  economy 
are  singularly  deficient  in  the  treatment 
of  Stock-Exchange  business,  and  in  fact  com- 
pletely ignore  its  important  relations  to  the 
financial  mechanism.  Literary  publications  rarely 
enter  into  the  consideration  of  this  topic,  which 
is  foreign  to  the  thoughts  and  classical  educa- 
tion of  most  authors.  Financial  journals  address 
their  articles  to  the  relatively  narrow  circle 
which  is  familiar  with  stock-markets  and  finan- 
cial affairs.  It  therefore  happens  that  the 
Stock  Exchange,  which  is  a  most  potent  factor 
in  the  financial  world,  and  one  which  power- 
fully affects  wide  interests,  is  imperfectly  under- 
stood. Doubtless  there  are  many  persons  who 
regard  the  Stock  Exchange  merely  as  a  noisy 
congregation  of  brokers  who  gamble  in  the 
securities  of  governments  and  joint-stock  com- 
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panies,  under  the  guise  of  legitimate  business. 
Deeper  insight  into  the  functions,  practices,  and 
character  of  the  Stock  Exchanges  in  the  three 
great  cities  of  London,  Paris,  and  New  York 
may  induce  a  broader  and  happier  conception 
of  their  dignity  and  utility. 

It  would  not  be  hazarding  much  to  say  that 
those  who  teach  political  economy  in  our 
schools,  or  write  treatises  on  it  for  publication, 
are  seldom  familiar  with  the  operations  of  Stock 
Exchanges.  It  follows  that,  in  discussing  and 
wrangling  over  the  question  of  the  evils  or 
advantages  of  an  adverse  "balance  of  trade" 
between  nations,  they  are  likely  to  consult 
chiefly  the  statistics  of  imports  and  exports  of 
commodities,  merchandise,  and  specie,  without 
trying  to  trace  the  more  elusive  but  very 
palpable  movement  of  financial  securities.  The 
Stock  Exchange  is  the  deus  ex  machina  in  the 
drama  of  commerce. 

During  the  first  eight  months  of  1888,  to 
illustrate,  the  balance  of  trade,  commercially, 
wa3  ninety-two  million  dollars  against  the 
United  States,  but  during  that  time  we  ex- 
ported only  about  twenty-two  millions  in 
specie,  leaving  seventy  millions  unaccounted 
for.     We  should  have  been  compelled  to  ship 
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this  seventy  millions  in  specie  to  settle  the 
international  account  had  not  foreign  capital 
purchased  liberally  of  our  railway  bonds  and 
stocks.  The  balance  of  trade  is  nominally 
always  against  England,  but  instead  of  losing 
wealth,  as  the  figures  might  suggest,  that 
country  is  constantly  growing  richer  by  returns 
on  investments  made  long  ago  wherever  com- 
merce thrives.  Unless  the  ebb  and  flow  of  secu- 
rities between  great  financial  centres  be  studied 
and  traced,  the  figures  of  international  trade  bal- 
ances may  be  misconstrued  or,  indeed,  wholly 
misunderstood.  Political  economy  has  at  best, 
hardly  established  itself  on  the  safe  basis  of  an 
incontrovertible  science,  and  it  cannot  afford  to 
omit  the  facts  and  figures  of  Stock  Exchanges 
in  making  up  its  conclusions  as  to  balances  of 
trade,  interest  on  capital,  and  the  production  and 
distribution  of  wealth. 

As  will  be  more  fully  brought  out  later,  the 
Exchanges  of  the  world  are  instruments  of 
enormous  economic  value  in  subdividing  capital 
and  directing  its  employment  in  the  great  works 
of  commerce  and  industry. 

The  United  States  has  been  a  vast  and  pro- 
lific field  for  foreign  capital,  and  English  so- 
licitude for  and  interest  in   American  affairs 
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centres  in  the  Stock  Exchange  of  N^w  York. 
The  American  visiting  Great  Britain,  on  his 
arrival  at  Queenstown  or  Southampton,  eagerly 
seizes  the  latest  paper  to  see  what  has  trans- 
pired at  home  since  he  sailed  on  his  voyage 
thither.  He  finds,  perchance,  a  brief  paragraph 
or  two  about  a  national  political  convention,  a 
strike  among  railway  employes,  or  a  severe 
storm,  with  no  news  of  American  society,  art, 
or  literature.  There  is  one  thing,  however, 
which  he  sees  spread  out  in  satisfactory 
detail,  and  that  is  the  market  reports,  especially 
the  quotations  of  railway  securities.  That  is 
what  most  interests  our  British  cousins  in 
their  "kin  beyond  the  sea." 

Per  contra^  when  the  Wall-Street  man  goes 
down  to  his  office  his  first  inquiry  is  for  the  two- 
o'clock  prices  on  the  Stock  Exchange  of  London, 
which,  owing  to  the  difference  in  time  of  five 
hours,  are  received  before  ten  o'clock  in  New 
York. 

The  quotations  of  American  stocks,  with  the 
accompanying  price  of  Consols  and  the  Bank 
of  England  rate,  inform  him  of  the  temper  of 
European  capital  and  the  status  of  politics, 
commerce,  and  credit  abroad  as  translated  into 
figures  by  the  keenest  financiers,  besides  serving 
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as  a  guide  to  his  judgment  of  values  here.  The 
largest  private  banking  institutions  in  London, 
Paris,  Berlin,  Vienna,  and  New  York,  combine 
the  functions  of  banking  and  brokerage  in  such 
intimate  relations  that  it  is  hard  to  say  where 
the  one  begins  and  the  other  ends.  Between  the 
extremes  of  a  deposit,  discount  and  exchange 
business,  and  that  of  buying  and  selling  bonds 
and  shares  on  the  Stock  Exchanges  of  the  world 
on  commission,  they  negotiate  loans  for  govern- 
menta  and  corjiorations,  reorganize  properties, 
convert  them  from  private  into  joint  stock  own- 
ership, and  are  intermediaries  in  all  the  great 
movements  of  capital  fi'om  one  country  to 
another.  The  community  of  financial  interest 
between  Great  Britain  and  the  United  States, 
in  particular,  is  one  of  the  most  effective  agents 
for  the  promotion  of  peace  and  good-will  be- 
tween the  nations. 

The  electric  current  which  courses  along  the 
Atlantic  cable  binds  Capel  Court  and  Wall 
Street  into  the  brotherhood  of  capital  as  well 
as  of  kindred  and  speech. 


CHAPTER  IL 


SPECULATION. 


DURING  the  past  century  panics  have 
recurred  in  cycles  of  about  ten  years, 
and  many  superficial  observers  attribute  them 
wholly  to  unhealthy  speculation  or  gambling, 
and  condemn  Stock  Exchanges  as  breeding- 
places  of  disaster. 

Now,  this  word  "speculation"  has  a  bad 
name,  and  it  may  be  worth  while  to  see  what 
it  really  implies  or  describes.  Evidences  of 
public  debt,  and  the  shares,  bonds,  and  deben- 
tures of  incorporated  or  chartered  companies  are 
easily  transferred,  are  actively  dealt  in  on  the 
Exchanges  and  frequently  are  footballs  for 
speculation,  especially  before  their  values  are 
well  established.  Risk  and  uncertainty  are  the 
two  qualities  essential  to  speculative  transac- 
tions, and  just  so  fast  and  so  far  as  they  are 
eliminated,  just  so  fast  and  so  far  they  cease  to 
invite  speculation.  All  must  alike  deplore  the 
frequent  instances  where  the  haste  to  get  rich  in 
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speculative  markets  has  involved  innocent  per- 
sons in  loss  and  ruin,  or  tempted  men  to  betray 
their  trusts.  But  "  the  evil  is  passing  and  the 
good  remains." 

While  panics  have  injured  the  pride  and 
purse  of  individuals,  and  for  the  moment  pros- 
trated the  energies  of  the  industrial  world,  they 
have  not  arrested  the  progress  of  material  civil- 
ization, but,  indeed,  seem,  in  a  measure,  to  be 
merely  an  outgrowth  from  it.  The  extension  of 
the  credit  system,  which  is  one  of  the  refine- 
ments of  modern  commerce;  the  introduction 
of  labor-saving  machinery,  which  rapidly  dis-i 
places  labor  and  deranges  values,  are  two  of  the/ 
potent  causes  of  commercial  crises.  The  subdi- 
vision of  the  title  of  ownership  of  such  great 
engines  of  progress  as  manufacturing,  shipping; 
mining,  banking,  trading,  telephone,  telegraph, 
cable,  water,  and  gas  companies,  is  indispensable 
to  their  organization  and  operation.  The  for- 
tune of  no  individual  would  be  ample  to  set 
these  forces  into  motion  on  a  gigantic  scale.  As 
an  illustration,  the  small  streams  of  isolated  and 
unused  capital  which  trickle  into  the  savings- 
banks  of  California,  are  returned  in  the  waters 
of  an  irrigating  canal  which  wash  out  the  aurif- 
erous gravel  or  convert  into  gardens  the  sandy 
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desert.  The  Stock  Exchanges  of  the  world  oflfer  a 
standing  reward  to  men  of  talent  and  ingenuity 
everywhere,  to  discover  new  opportunities  and 
to  suggest  untried  experiments  for  the  employ- 
ment of  capital,  with  a  prospect  of  more  than' 
an  investor's  rate  of  interest. 

Not  long  ago  steam  was  applied  to  locomotion 
by  land  and  sea,  and  electricity  to  the  transmis- 
sion of  thought  and  speech.  Their  introduction 
was  an  experiment ;  they  were  at  first  a  specu- 
lation, and  not  an  investment.  Speculation  is 
truly  the  handmaid  of  enterprise,  and  the  two 
are  so  closely  associated  that  one  cannot  be  cur- 
tailed without  crippling  the  other. 

The  person  who  buys  more  shares  than  his 
capital  will  permit  him  to  pay  for,  is  derisively 
called  a  "  speculator."  But  does  this  act  essen- 
tially differ  from  the  practices  of  what,  by  com- 
mon consent,  are  called  legitimate  commercial  un- 
dertakings ?  The  merchant  buys  in  advance  of 
his  immediate  wants  and  in  excess  of  them  and 
of  his  capital.  The  real-estate  owner  pledges  his 
property  to  procure  money  to  improve  it  or 
to  buy  more,  expecting  to  sell  at  a  profit.  But 
the  critic  here  says :  "  On  the  Stock  Exchange 
speculators  go  so  far  as  to  sell  what  they  do 
not  possess,"   or  in   Stock-Exchange   parlance 
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they  "  go  short."  But  how  about  the  contrac- 
tor who  agrees  to  build  a  house  before  he  owns 
a  plank,  or  brick,  or  nail ;  or  who  agrees  to  build 
a  railway  before  he  buys  a  cross-tie,  a  rail,  or 
a  shovel?  How  about  the  manufacturer  who 
sells  his  sheetings  and  his  steel  rails,  before  the 
cotton  is  grown  or  the  ore  extracted  from  the 
mine  ?  Even  China,  our  commercial  antipodes, 
sells  its  products  to  us  ahead  of  their  pro- 
duction. The  fact  is,  that  the  element  of  specula- 
tion constantly  comes  more  prominently  into  the 
plans  of  the  whole  mercantile  world.  Those 
who  produce  or  buy  only  what  they  need  from 
day  to  day,  jog  along  as  did  the  canal  boats  and 
stage  coaches  of  our  ancestors.  The  great  man- 
ufacturers and  merchants  of  to-day  must  cast 
the  horoscope  of  coming  conditions  and  read  its 
prophecy  aright  or  be  overcome  by  more  presci- 
ent rivals.  They  must  anticipate  and  discount 
the  future,  and  become  speculators  in  the  high- 
est acceptation  of  the  word. 

As  the  current  of  progress  rolls  on,  innocent 
persons  are  occasionally  caught  in  the  eddies, 
and  others  are  engulfed  in  the  whirlpool  rapids 
of  speculation ;  but  the  stream  of  prosperity 
flows  steadily  on. 

As  steam  is  explosive,  electricity  deadly ;  as 
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tuberculosis  lurks  in  milk,  typhoid  fever  in 
water,  and  trichinaB  in  meat,  so  the  stock-market 
is  full  of  manholes  and  pitfalls.  It  is  equally- 
true  that  statistics  disclose  the  lamentable  fact 
that  95  per  cent,  of  all  business  men  fail  at 
some  period  of  their  lives.  All  kinds  of  grist 
come  to  the  mill,  and  since  it  requires  an  infal- 
lible judgment  invariably  to  detect  the  chaff  of 
fraud  and  folly,  all  classes  are  alike  exposed  to 
peril  in  business.  Financial  stoims  may  mani- 
fest themselves  with  a  greater  cyclonic  fury 
within  the  precincts  of  the  Stock  Exchange,  but 
they  are  equally  destructive  in  commercial  and 
industrial  circles.  Bonds  and  shares  are  the 
most  mercurial  and  sensitive  forms  which  capi- 
tal assumes,  but  as  a  sudden  wave  of  heat 
registers  its  anival  more  quickly  on  a  bulb  of 
mercury  than  on  a  bar  of  iron,  so  the  former  more 
quickly  recovers  its  normal  temperature.  It  is 
so  with  Stock-Exchange  markets,  which  are  first 
to  feel  a  financial  barometic  depression,  but  like- 
wise the  first  to  record  a  better  atmosphere, 
while  real  estate,  for  instance,  is  the  last  to  de- 
tect, as  well  as  the  last  to  recover. 

The  Stock  Exchange  and  banks  of  the  large 
cities  are  closely  allied,  and  together  constitute 
the  money-market.      Banks  cluster  about  the 
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Stock  Exchange,  for  bonds  and  shares  are  among 
the  most  desirable  collateral  securities  for  loans, 
and  the  testimony  of  bankers  would  easily  be 
that  losses  from  this  source  show  a  much  smaller 
percentage  than  in  commercial  paper. 

The  value  of  shares  is  distinctly  enhanced  by 
"  listing  "  them,  as  Wall  Street  would  say,  or  by 
"granting  a  quotation,"  in  the  language  of 
Capel  Court.  With  law  supreme,  paper  titles 
to  property  are  as  secure  as  its  personal  posses- 
sion, and  when  these  shares  become  publicly 
known  in  an  open  market,  the  value  which  they 
there  acquire  may  be  regarded  as  the  judgment 
of  the  best  intelligence  concerning  them.  If 
there  is  merit,  it  becomes  known  to  more  people 
with  capital  than  if  the  property  be  merely  held 
in  private  ownership,  or  dealt  in  outside  the  Ex- 
change. Thus  we  see  that  a  railway,  a  brewery, 
a  bank,  a  piece  of  land,  or  a  mine  is  mobilized, 
so  to  speak,  and  acquires  greater  negotiability  on 
its  introduction  to  an  Exchange,  the  arena  of 
speculation.  The  banker  will  loan  more  money 
on  it,  and  more  people  will  buy  in  it,  because 
there  is  always  a  ready  market  in  case  they 
wish  to  change  that  investment.  Here  is  where 
the  Stock  Exchange  does  a  good  service  to  capi- 
tal, and  this  is  why  its  existence  is  a  constant 
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incentive  to  promoters,  inventors,  and  men  of 
original  and  progressive  ideas. 

Every  occurrence  in  the  commercial  world  is 
communicated  to  its  nerve-centres — the  Stock 
Exchanges, — where  the  importance  or  bearings 
of  the  event  are  at  once  estimated.  In  earlier 
days,  caiTier-pigeons,  or  private  expresses  in 
post  haste  brought  to  the  stock-market  the 
news  which  now  is  borne  by  the  electric 
telegraph.  Brokers  and  speculators  vie  with 
each  other  for  the  fastest  means  of  procuring 
and  transmitting  information.  Representatives 
of  brokers,  in  times  of  critical  interest,  follow 
armies  in  the  field,  shadow  diplomats,  sit  in  legis- 
lative halls,  visit  mines,  workshops,  and  farms, 
each  eager  to  procure  advance  information.  A 
silver  bill  in  Washington,  a  railway  strike  in  the 
Northwest,  a  war  of  rates  between  tnink  lines, 
yellow  fever  in  Florida,  a  bank  failure  in  San 
Francisco,  a  revolution  in  Mexico,  floods  in 
Hungary,  a  drought  in  India,  a  panic  in  Buenos 
Ayres,  an  advance  in  the  Bank-of-England 
rate,  a  peaceful  speech  by  the  Prime-Minister,  a 
riot  in  the  streets  of  Paris,  an  inflammatory 
article  in  a  St.  Petersburgh  paper,  the  death  of 
an  Emperor  in  Germany,  the  imposition  of  a  new 
tariff  in  Austria,  the  success  of  a  large  loan  in 
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Amsterdam,  and  so  on  ad  vnjmitwm;  all  are 
noted  in  the  Exchanges  of  the  world,  and  some 
interests  are  correspondingly  influenced  upon  re- 
ceipt of  the  news.  There  are  three  news  agencies 
in  New  York  whose  duties  are  to  collect  and 
distribute  just  such  information  as  this,  and 
brokers  before  whom  it  is  laid  are  at  once  com- 
pelled to  estimate  its  correctness  and  value  and 
apply  it  instantly  to  the  stock-market.  Rapidity 
of  reasoning  and  quickness  of  decision  are  the 
two  qualities  most  essential  to  the  stock-bi'oker 
and  stock-operator. 

Many  leading  brokers,  particularly  in  Amer- 
ica, issue  a  printed  dally,  weekly,  or  monthly 
n?isum6  of  the  shifting  phases  of  the  market, 
discussing  its  underlying  conditions,  as  well  as 
surface  indications.  These  letters  go  to  their 
clients,  who  are  thus  informed  of  the  conclusions 
of  observers,  who  in  their  interest  are  seeking 
to  discover  the  hidden  springs  which  move 
prices  and  values.  These  productions  are  as 
broad  in  their  grasp  as  those  of  financial  jour- 
nalistic writers,  and  they  have  perhaps  the  ad- 
vantage of  being  written  by  men  who  are  in 
close  and  constant  touch  with  affairs.  NaiTow- 
ness  of  view  there  may  be  by  those  who  frequent 
the   Stock  Exchange,   but   the  broad  horizon 
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which  knows  not  the  bonndaries  of  ncej  em- 
pire, or  religion,  must  be  swept  by  the  vision 
of  those  who  would  succeed  there  in  a  large 
way. 


CHAPTER  m. 

LOJSDON THE   ORIGLN   OF   THE   PUBLIC   DEBT  AND 

THE   STOCK   EXCHANGE. 

LONDON,  which  holds  the  purse-strings  of 
the  worid,  is,  of  course,  the  seat  of  its 
most  powerful  Stock  Exchange.  While  its  begin- 
nings are  misty  they  are  not  remote,  for  only 
well  inside  of  two  hundred  years  have  there 
been  any  opportunities  for  the  exercise  of  a 
stock-broker's  vocation. 

William  III.  was  the  founder  of  the  English 
debt,  of  the  Bank  of  England  (1694),  and  of 
national  fiscal  honor.  Charles  I.  had  seized  the 
gold  deposited  in  the  Mint.  Charles  II.  had 
closed  the  Exchequer,  confiscating  one  million 
three  hundred  thousand  pounds  sterling,  and  as 
Hallam  says,  "The  nation  had  sunk  to  the 
nadir  of  its  prosperity."  William  acknowl- 
edged the  debt  so  infamously  incurred  and 
repudiated  by  his  predecessors,  and  thereafter 
paid  an  annual  interest  upon  it.  While  the 
government  was  thus  learning  the  secret  of  ex- 
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tracting  money  from  the  people  by  lawful 
methods,  and  sowing  the  seed  of  the  great  har- 
vest of  modem  national  debt,  merchants  were 
discovering  the  advantages  of  exclusive  charters 
for  commercial  enterprises.  By  purchase  or  by 
royal  favor  the  East  India,  the  Hudson  Bay, 
and  other  companies  established  themselves  in 
monopolies  in  the  17th  centuiy,  and  became 
the  forerunners  of  that  host  of  trading  com- 
panies which  pushed  English  commerce  into  the 
remotest  comers  of  the  globe.  With  the  estab- 
lishment of  the  public  debt  and  national  integ- 
rity, and  the  successful  introduction  of  these 
great  commercial  organizations,  the  stock-broker 
makes  his  first  appearance  on  the  stage  of  Eng- 
lish history. 

There  follows  a  period  between  1716  and 
1720  when  England  and  France  became  a  prey 
to  a  speculative  mania,  which  is  unexampled  in 
financial  history.  The  celebrated  Mississippi 
scheme  in  France  and  the  South  Sea  Bubble  in 
England  were  the  most  extraordinary  delusions 
that  credulous  cupidity  ever  produced.  The 
imagination  of  all  classes  from  lords  to  lackeys 
was  captivated  by  a  financial  necromancy  as  ex- 
travagant as  the  professed  magic  of  the  philoso- 
pher's stone.    "  Awri  sacra  fameSj'*  the  accursed 
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thirst  for  gold,  is  a  passion  of  the  race  and  has 
been  inseparable  from  human  life  in  all  its  vary- 
ing phases  of  intelligence.  The  dreams  of  ava- 
rice made  a  slave  of  the  intelligence  and  judg- 
ment of  men,  and  the  shares  of  bubble  compar 
nies  rose  with  fatal  celerity  to  a  fatal  height. 
When  the  rude  awakening  came  the  whole 
financial  fabric  crumbled  in  one  common  ruin. 
But  the  infatuation  of  the  people  and  its  sad 
denouement  taught  a  lesson  to  the  commercial 
world  which  thereafter  led  to  gi-eater  prudence 
and  exacter  methods.  Business  is  not  a  mathe- 
matical science,  but  expeiience  teaches  lessons 
in  finance  as  in  every  thing  else. 

Parliament  in  1790  passed  an  act  prohibiting 
the  formation  of  companies  except  by  special 
charter,  and  this  law  waa  not  repealed  until 
1826. 

Stock-brokers  and  Stock  Exchanges,  as  we 
know  them  to-day,  are  veiy  difEerent  from  their 
prototyjies  two  hundred  years  ago,  but  all  pi-o- 
fessions  have  alike  emerged  from  the  crudities 
and  imperfections  of  an  earlier  time.  The 
Royal  Exchange,  which  was  erected  during  the 
reign  of  Elizabeth,  as  a  meeting-place  for  mer- 
chants, was  the  original  rendezvous  of  the  first 
stock-brokeiB.    After  a  few  years,  or  in  1698, 
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the  dealers  in  shares  abandoned  the  Royal  Ex- 
change and  took  up  their  abode  in  Change 
Alley,  a  locality  which  they  made  famous.  In 
those  days  coffee-houses  were  the  trysting- 
places  for  social,  political,  and  financial  coteries, 
and  Jonathan's  and  Garraways'  in  Change  Alley 
became  the  home  of  the  stock-brokeiu  In  1701 
they  were  not  esteemed  as  the  most  useful  mem- 
bers of  the  community,  as  may  be  inferred  from 
the  criticism  of  a  contemporary  writer.  He 
said :  "  They  can  ruin  men  silently,  undermine 
and  impoverish,  fiddle  them  out  of  their  money 
by  the  strange,  unheard-of  engines  of  interest, 
discount,  transfers,  tallies,  debentures,  shares, 
projects,  and  the  devil  and  all  of  figures  and  hard 
names."  Thomas  Gruy,  the  founder  of  Guy's 
Hospital,  was  one  of  those  who  amassed  a  for- 
tune in  the  transactions  which  are  thus  so  ve- 
hemently condemned. 

The  records  of  the  Stock  Exchange  now  in 
its  archives  do  not  go  back  of  1798,  but  it 
appears  from  outside  sources  that  in  Change 
Alley  there  was  no  organization,  it  being  merely 
a  common  meeting-place  without  any  restric- 
tions or  limitations  whatever.  About  1773  the 
scene  shifted  to  the  The  Stock  Exchange  Coffee- 
House,  Threadneedle  Street,  where  a  sixpence 
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was  charged  for  admission,  thougt  tte  Bank  of 
England  set  aside  the  rotunda  of  the  Bank  for 
dealings  in  shares,  debentures,  and  public  funds, 
where  a  large  traffic,  for  a  time,  was  carried  on. 

During  the  latter  part  of  the  eighteenth,  and 
the  early  part  of  the  nineteenth  centuries,  the 
public  debt  was  swollen  by  the  American  and 
Napoleonic  wars,  and  the  subsidies  paid  so 
freely  by  Pitt  to  foreign  states.  In  1775,  at  the 
commencement  of  the  American  Revolution,  the 
British  debt  was  <£126,842,811,  and  in  1815,  at 
the  end  of  the  French  and  American  wars,  the 
debt  stood  at  £861,039,049.  The  price  of  Con- 
sols  fluctuated  violently  in  those  days,  rising 
from  57  in  1784  to  97  in  1792,  declining  to  47i 
in  1798.  In  1802  they  were  79,  in  1803  50^, 
etc.  From  1797  to  1819  specie  payments  were 
suspended,  which  added  an  element  of  specula- 
tion to  business  of  all  descriptions.  In  1816, 
Bank-of -England  notes  showed  as  much  as  16i 
per  cent,  discount,  in  gold.  The  increasing  debt 
and  wide  variations  in  its  market  value  naturally 
brought  profit  to  brokers,  whose  business  it  was 
to  buy  and  sell  the  public  funds ;  besides,  war 
always  opens  speculative  opportunities.  There- 
fore it  is  not  surprising  to  learn  that  under  this 
stimulus  the  Stock  Exchange  of  London  reached 
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sucli  a  state  of  prosperity,  and  importance  as  to 
justify  a  new  building.  On  May  18,  1801,  the 
corner-stone  of  its  present  structure  was  laid  in 
Capel  Court,  and  in  March,  1802,  the  Exchange, 
which  then  numbered  500  members,  occupied  its 
new  quarters. 

In  the  early  part  of  the  century  Nathan 
Mayer  Rothschild  was  one  of  the  giants  "  on 
'Change,"  and  it  was  there  he  achieved  his 
greatest  triumphs  after  establishing  the  London 
house  of  Rothschild. 

In  those  days  the  funds  were  subject  to 
violent  fluctuations,  and  the  issue  of  peace  or 
war,  victory  or  defeat,  was  the  decisive  in- 
fluence on  values.  This  was  before  the  era  of 
telegraph  and  steam  or  the  present  systematic 
development  of  the  postal  and  express  service. 
Enterprise  then  involved  personal  fatigue  and 
often  heavy  expense,  but  it  was  in  this  that  lay 
much  of  Rothschild's  success.  One  signal  in- 
stance of  this  was  his  own  personal  journey  to 
the  field  of  Waterloo,  where  he  felt  the  stakes 
were  too  great  to  justify  his  reliance  on  agents 
or  couriers.  He  witnessed  this  battle  of  the 
Titans,  saw  that  Napoleon  was  defeated,  that 
the  Allies  had  won,  and  instantly  made  his 
way  to  Brussels,  thence  by  carriage  to  Ostend ; 
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by  bribing  a  hardy  seaman  with  two  thousand 
francs  he  secured  a  private  passage  to  Dover  in 
the  midst  of  a  tempest,  and  thence  rode  on  to 
London,  where,  the  following  morning,  looking 
most  dejected,  he  stationed  himself  in  his  favor- 
ite place  in  the  Stock  Exchange.  Brokers  known 
often  to  represent  him  were  open  sellers  of  the 
funds,  whilst  he  quietly  bought  heavily  through 
others.  He  finally  gave  out  the  news,  beating 
the  government  expresses  and  the  speculative 
world,  and  amassed  a  handsome  fortune  out  of 
this  grand  coup. 

The  annals  of  the  Stock  Exchange  in  those 
days  are  meagre,  but  they  show  that  operators 
were  exposed  to  hoaxes  and  canards  of  every 
description.  False  rumors  are  now  often  put 
into  circulation  to  affect  values,  but  the  rapid 
means  of  communication  in  our  time  permit  an 
immediate  refutation  and  hence  forbid  serious 
injury. 


CHAPTER  IV. 

LONDON THE  MODERK  STOCK  EXCHANGE. 

AFTER  the  return  of  the  disbanded  armies 
of  Europe  to  the  pursuits  of  civil  life,  at 
the  end  of  the  Napoleonic  wars,  there  was  a  re- 
vival of  industry  that  amounted  to  its  creation. 
The  age  of  steam,  electricity,  and  mechanical 
invention  had  dawned,  and  "  swords  were  beaten 
into  ploughshares,  and  knives  into  pruning- 
hooks."  Projects  for  the  acquisition  of  wealth 
multiplied,  but  so  many  of  them  were  visionary 
and  impracticable  that  in  1826  a  day  of  reckon- 
ing came.  The  panic  of  that  year  only  cleared 
the  decks  for  action,  however,  and  it  was  not 
long  before  a  fresh  industrial  movement  was 
under  way.  This  in  its  turn  was  arrested  in 
1836  in  England,  and  in  1837  in  the  United 
States,  only  to  be  shortly  renewed  on  an  in- 
creasing scale.  Ten  years  later  the  most  re- 
markable period  of  speculative  industrial  enter- 
prise of  the  century  reached  its  climax  in  Eng- 
land, in  what  was  commonly  known  as  "the 
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railway  mania  of  1845."  The  sums  authorized  to 
be  expended  by  Acts  of  Parliament  on  I'ailway 
enterpmes  were :  in  1843,  £3,861,285  ;  in  1844, 
£17,870,361;  in  1845,  £60,824,088;  in  1846, 
£160,026,224;  in  1847,  £40,397,395 ;  in  1848, 
£14,620,471;  in  1849,  £3,155,332,  or  over 
£300,000,000  (say  $1,500,000,000)  in  seven 
years.'  Prior  to  1844  one  tenth  of  the  esti- 
mated cost  of  a  railway  bad  to  be  deposited 
before  the  bill  for  its  promotion  could  pass, 
but  in  that  year  this  deposit  was  reduced  to 
one  twentieth. 

At  this  juncture  occurred  the  triumph  of 
Cobden's  principles,  the  conversion  of  the  great 
Tory  minister,  Sir  Robert  Peel,  the  abolition 
of  the  Corn  Laws,  the  Irish  famine,  succeeded 
by  a  panic  in  the  spring  of  1847.  There 
had  been  a  great  drain  of  gold  to  purchase 
food  supplies  abroad,  and  the  want  of  currency 
was  so  great  that  advances  could  not  be  ob- 
tained even  on  silver  bullion.  By  some  the 
crisis  was  attributed  to  the  Bank  Restriction 
Act  of  1844,  which  prevented  the  Bank  of  Eng- 
land, with  £9,000,000  in  its  vaults,  from  furnish- 
ing relief.  In  October,  1847,  the  operation  of 
this  act  was  suspended,  and  confidence  was  im- 

'  Frands's  History  of  Ihe  Bank  of  England, 
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mediately  restored.  The  speculative  railway 
mania  was  responsible  for  some  of  the  financial 
distress,  but  by  no  means  for  all  of  it.  Next 
follows  the  panic  of  1857,  when  specie  pay- 
ments in  the  United  States  and  the  Bank  Act 
in  England  were  suspended.  In  1861  the 
United  States  was  plunged  into  the  great  war 
of  secession,  causing  another  suspension  of  specie 
payments,  but  no  general  bankruptcy.  In  1866 
there  occurred  in  England  one  of  the  worst 
panics  of  modem  times,  it  being  essentially  a 
credit  panic,  as  distinguished  from  the  mercan- 
tile crises  of  1847  and  1857.  The  rapid  growth 
of  the  "  limited-liability  "  companies  under  the 
laws  of  1862  and  previous  years  are  charged 
with  much  of  the  mischief  of  this  collapse. 
Great  houses  like  Overend  &>  Gumey,  Morton, 
Peto,  &  Co.,  went  down  with  a  crash.  The  fall  of 
securities  on  the  Stock  Exchange  of  London,  as 
given  on  high  authority,  was  one  hundred  million 
pounds  sterling,  and  relief  did  not  come  until  the 
Bank  Act  was  again  suspended.  In  1873  the  fail- 
ure of  Jay  Cooke  <fe  Co.,  attended  by  widespread 
ruin  in  financial  and  industrial  circles  in  America, 
and  the  panic  in  the  spring  of  1884,  precipitated 
by  the  failure  of  the  Marine  Bank  of  New  York 
City,  are  fresh  in  public  memory,  and  need  not 
be  recounted. 
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Theae  vicissitudea,  and  that  host  of  unnamed 
events  in  England  and  abroad  which  have 
marked  the  growth  of  wealth  dunng  the 
past  fifty  years,  greatly  augmented  speculative 
opportunities  and  expanded  the  volume  of 
transactions  to  enormous  proportions. 

To-day  the  interests  of  the  Stock  Exchange 
are  more  varied  and  cosmopolitan  than  that  of 
any  other  set  of  men  in  the  world.  If  it  has 
not  bought  and  sold  the  earth,  the  title-deeds 
which  have  passed  through  its  hands  represent 
an  empire  of  wealth,  over  which  Crossus  would 
be  too  poor  to  preside. 

The  Bank  of  England  is  the  apex  of  a  vast 
pyramid  of  share  capital,  resting  upon  the 
broad  basis  of  the  world's  commerce,  and  almost 
every  atom  of  the  mass  is  weighed,  assayed,  and 
a  valuation  stamped  upon  it  by  the  Stock  Ex- 
change of  London.  The  immense  tide  of  traffic 
that  beats  up  against  the  Bank  of  Eugland,  the 
Royal  Exchange,  and  the  Stock  Exchange  is 
but  emblematic  of  England's  commercial  power. 
An  observer  has  said  that  the  sidewalks  in  that 
vicinity  are  "  islands  of  retreat  from  the  mael- 
strom of  vehicles  "  which  crowd  this  the  busiest 
spot  on  the  globe.  The  Bank,  which  covers  an 
entire  block  and  an  area  of  three  acres,  in  most 
part  is  only  two  stories  in  height,  but  in  appeal'- 
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ance  it  is  the  most  substantial  banking  struc- 
ture in  any  city,  indeed  a  veritable  fortification 
or  Gibraltar  of  security.  The  Capel  Court 
entrance  to  the  Stock  Exchange  looks  out  upon 
the  eastern  front  of  the  Bank,  on  Bartholomew 
I^ne,  but  the  other  entrances  on  Throgmorton 
Street  and  Old  Broad  Street  are  more  thronged. 
The  Stock  Exchange  is  not  one  of  the  "  sights  "  of 
Iji^indon,  as  its  exterior  is  inconsequential  and  al- 
most undistinguishable  from  contiguous  build- 
ings, and  its  interior  is  not  open  to  public  view. 
Unlike  the  Bourse  in  Paris,  and  the  Stock  Ex- 
change in  New  York,  there  is  no  gallery  for  spec- 
tators. The  building  was  wholly  rebuilt  in  1853, 
and  has  expanded  to  meet  the  increasing  demands 
upon  it,  but  with  no  well-defined  architectural 
purj)ose,  so  that  its  blind  passage-ways,  wind- 
ing stair-cases,  and  narrow  closed  doorways 
make  it  something  of  a  puzzle  to  a  stranger. 
The  main  room  is  octagonal  in  form,  about  68 
feet  in  diameter,  with  an  iron  and  glass  dome 
110  feet  in  height  from  the  floor  to  the  top 
of  the  cupola.  Its  quarters  are  cramped,  and 
it  strikes  an  American  that  they  ought 
to  tear  down  the  entire  structure  and  erect 
one  commensurate  with  the  dignity  and 
present  requirements  of  the  institution.    There 
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are,  however,  two  obstacles  to  this :  first, 
English  preference  for  dinginess  and  the  respec- 
tability of  age,  rather  than  spick-and-span  archi- 
tecture ;  and  second,  the  nature  of  the  owner- 
ship of  the  building.  It  belongs  to  a  proprie- 
tary company,  and  not  to  the  "  House,"  as  the 
general  membership  of  the  Exchange  is  denom- 
inated. Though  only  recently  so,  no  one  can 
be  a  shareholder  in  the  company  unless  he  be  a 
member  of  the  Exchange,  but  a  person  may  be 
a  member  of  the  Exchange  and  not  be  a  share- 
holder. The  interests  may  not  exactly  conflict, 
but  they  ai'e,  to  say  the  least,  not  identical,  and 
it  is  a  question  if  they  be  equitable.  The  an- 
nual dues  of  members  range  between  twenty 
and  thu^ty  guineas,  depending  on  the  date  of 
their  admission ;  and  the  entrance  fees  of  new 
members  vary  from  £315  for  an  outsider  to 
jE131  5s.  for  those  who  have  been  clerks  for 
four  years.  These  payments  all  go  to  the  pro- 
prietary company  as  a  rental.  This  does  not 
quite  describe  the  fact,  for  the  proprietary  com- 
pany appoint  and  pay  all  officials  in  charge  of 
the  building,  and  superintend  it.  This  property 
is  mortgaged  to  the  extent  of  £240,000,  beaiing 
four-per-cent.  interest,  and  the  public  may  hold 
these  debentures.     The  capital  of  the  company 
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is  20,000  shares  paid  up  £12  each,  and  in  the 
year  1886-7  they  paid  a  dividend  of  £4  15«.,  or 
nearly  40  per  cent,  on  the  amount  paid  up. 
The  entire  property  is  now  worth  over  five 
millions  of  dollars.  The  shares  are  owned  by 
about  one  thousand  persons,  some  of  whom  ac- 
quired them  before  the  present  restriction, 
which  prevents  persons  not  members  of  the 
Stock  ExchaAge  from  becoming  shareholders, 
was  adopted. 


CHAPTER  V. 


LONDON — THE  MODERN  STOCK  EXCHANGE. 

(CanliHuea) 

THE  present  raembersliip  of  ''  The  Stock 
Exchange  of  London  "  (its  proper  title) 
is  about  2,850,  wkicli  is  double  the  number 
(1,433)  in  1870.  If  the  interests  of  share- 
holders and  subscribers  could  in  some  way  be 
amalgamated  it  would  give  a  value  to  member- 
ship which  would  afford  security  to  that  extent 
to  engagements  between  members,  besides  in- 
suring a  greater  community  of  interest  and 
more  solidarity  to  the  institution.  There  is 
no  limit  to  membership,  which  may  rise  or  fall, 
accordingly  as  business  is  found  profitable  or 
othei-wise.  In  the  Bouree  at  Pans  and  in  the 
Exchanges  of  New  York,  memberships  are  fixed 
in  number,  and  a  candidate  must  procure  a 
"  seat "  by  purchase  and  transfer  from  a  retir- 
ing member  before  he  can  be  elected.  In  Lon- 
don, on  the  contrary,  the  applicant  addi'esses  tha 
Secretary,  announcing  his  ^vish  to  be  admitted  a 
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member  of  the  Stock  Exchange  for  the  year, 
commencing  on  the  25  th  of  March,  18 — j  upon 
the  terms  of,  and  under  and  subject  in  all  re- 
spects to  the  Rules  and  Regulations,  etc.  He 
further  states :  "  I  am  a  British  subject  and  of 
age ;  I  am  (married  or  single)  ;  my  residence  is 

;  my  office  is ;  my  bankers  are ; 

I  am  not  engaged  in  any  business  except  such 
as  is  transacted  at  the  Stock  Exchange,  nor  am 
I  a  clerk  in  any  public  or  private  establishment 
unconnected  with  the  Stock  Exchange,  nor  a 
member  of  or  subscriber  to  any  other  institu- 
tion in  which  dealings  in  stocks  or  shares  are 
carried  on."     Accompanying  this  is  a  document 

which  reads :  "  We  recopamend  Mr.  as  a 

fit  person  to  be  admitted  a  member  of  the 
Stock  Exchange ;  and  in  case  he  shall  be  pub- 
licly declared  a  defaulter  within  four  years  from 
the  date  of  his  admission  we,  each  of  us,  hereby 
engage  to  pay  his  creditors,  upon  application, 
the  sum  of  five  hundred  pounds,  to  be  applied 
in  discharge  of  the  sa;id  defaulter's  debts  in  the 
Stock  Exchange."  ,.  This  must  be  signed  by 
three  sponsors  who  have,  themselves  been  mem- 
bers for  four  years.  Assuming  them  to  be 
good,  all  those  having  dealings  with  the  new 
member  during  the   ensuing  four  years  have 
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an  aggregate  security  of  fifteen  liundred  pounds, 
but  thereafter  no  security  whatever,  on  account 
of  his  membership.  If  the  applicant  has  for 
four  years  been  a  clerk  in  the  Stock  Exchange 
only  two  recommenders  are  requii'ed,  to  the  ex- 
tent of  three  hundred  pounds  each.  No  appli- 
cant is  admissible  if  he  be  engaged  as  principal 
or  clerk  in  any  business  other  than  that  of  the 
Stock  Exchange,  or  if  his  "wife  be  engaged  in 
business.  He  must  have  been  a  citizen  of  Great 
Britain,  either  native  or  naturalized,  for  two 
years.  The  Committee  of  General  Purposes, 
consisting  of  thirty  members,  is  elected  annually, 
and  they  elect  from  amongst  themselves  a 
Chairman,  and  Deputy-Chairman,  and  from  the 
list  of  Stock-Exchange  members  they  select  a 
Secretary.  Francis  Levien,  Esq.,  has  for  many 
years  occupied  this  post  with  singular  ability 
and  fidelity.  He  is  the  repository  of  all  the 
traditions,  customs,  practices,  precedents,  of  the 
written  and  unwritten  law  and  history  of  the 
Stock  Exchange  of  London,  in  the  same  sense 
that  Geo.  W.  Ely,  Esq.,  Secretary  of  the  New 
York  Stock  Exchange,  and  Charles  G.  Wilson, 
President  of  the  Consolidated  Stock  Exchange 
of  New  York,  are  the  authority  on  all  such 
questions  in  New  York.     It  usually  happens 
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that  every  large  institution  annually  returns  to 
office  some  one  who  is  regarded  as  an  encyclo- 
paedia of  general  information  on  its  affairs. 

The  "  Committee  for  General  Purposes  "  in  the 
Stock  Exchange  of  London  annually  re-elect 
the  entire  list  of  nieviher,%  unless  for  good  cause 
some  one  or  more  should  fail  to  pass.  This 
feature  is  peculiar,  but  cannot  be  too  strongly 
commended.  It  is  a  power  subject,  of  course,  to 
abuse  by  a  member  of  the  Committee  exercising 
his  influence  to  defeat  a  perfectly  worthy  candi- 
date, but  happily  the  malice  of  individuals  does 
not  often  prevail.  High  character  and  inflexible 
rectitude  among  members  is  necessary  to  inspire 
and  merit  public  confidence,  and  they  are  also 
indispensable  in  the  inter-relations  of  members. 
It  must  be  remembered  that  enormous  transac- 
tions in  all  Exchanges  are  entered  into  in  the 
most  hurried  manner,  frequently  closed  by  a 
nod  or  gesticulation,  without  written  contract, 
witnesses,  notarial  acknowledgement,  or  calm 
comparison,  and  in  the  din  and  confusion  of  ex- 
cited markets.  Transactions  are  based  absolute- 
ly on  the  confidence  of  man  in  man,  and  the 
power  of  discipline  possessed  by  this  London 
Committee  is  salutary,  even  though  necessity 
seldom  requires  its  exercise.   There  is  a  provision 
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in  the  Stock  Exchange  of  London,  which  ia  simi- 
lar to  the  Bourse  in  Paris,  but  quite  unlike  the 
Exchanges  in  New  York,  whereby  authorized 
clerks  may  be  admitted,  with  power  to  deal  and 
bind  their  principals,  and  unauthorized  clerks, 
with  merely  the  privilege  of  assisting  their  em- 
ployers. A  list  of  clerks  is  posted  with  the 
names  of  their  employee,  and  this  can  be  re- 
ferred to  at  pleasure.  There  are  also  a  number 
of  members  of  the  Exchange  who  are  employed 
^  clerks  by  other  members,  but  so  long  as  they 
are  in  the  service  of  their  fellow-members  they 
are  prohibited  from  doing  any  business  in  their 
own  name  or  account. 

One  of  the  marked  peculiarities  of  the  Stock 
Exchange  of  London  ia  the  distinction  between 
those  who  act  as  agents  for  the  public,  and' 
who  are  technically  called  "  brokers,"  and 
those  who  do  business  on  their  own  account, 
and  are  described  as  "  dealei's  "  or  "  jobbers," 
It  is  estimated  that  about  one  third  of  the 
entire  membership  are  brokers,  one  third 
dealers,  and  one  third  clerks  to  other  members. 
The  custom  of  the  Exchange  forbids  any 
member  from  acting  in  the  double  capacity  of 
broker  and  jobber,  and  prohibits  partnerships 
between  the  two  classes,  and  also  with  any  person 
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not  a  inenil)er  of  the  Exclianc^e.  In  tbe  Bourse  at 
Paris,  all  <tfja\ti<de  6%<///yf  are  strictly  forbidden 
to  tra(l(»  on  their  own  account.  In  the  Stock 
Exchanges  of  New  York  there  is  a  large  class  of 
inenil>ers  who  operate  for  their  own  account. 
They  are  called  "  room-traders  "  or  "  scalpers," 
whose  profits  or  losses  consist  in  quick  turns 
made  during  the  day,  the  interest  that  they  have 
overnight,  or  over  Sunday,  being  usually  very- 
small.  They  endeavor  to  detect  the  momentary 
influences  and  run  of  orders  "  going  short "  or 
"  buying  long  "  without  reference  to  what  they 
may  think  the  ultimate  course  of  prices  will  be. 
In  New  York,  room-traders  sometimes  have 
orders  to  execute  for  friends,  though  they  do 
not  court  that  kind  of  business.  Commission 
brokers  in  New  York  may  occasionally  trade  on 
their  own  account,  tio  regulations  preventing  it, 
and  all  members  alike  join  in  the  groups  as- 
signed to  different  active  stocks  in  making  a 
market  by  open  bids  and  offers. 

In  the  Stock  Exchange  of  London,  however, 
"dealers"  are  by  custom  required  to  make  a 
price  at  which  they  will  buy  and  another  at 
which  they  will  sell,  so  that  if  a  broker  there 
receives  a  commission  from  his  client  to  buy 
Lake    Shore    shares,  for  instance,   he   asks   a 
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dealer  for  the  quotation.  If  he  replies  96-96J, 
that  means  that  he  will  pay  96  or  sell  at  96J- 
to  the  extent  of  one  hundred  shares,  which  is 
the  rule  in  American  shares.  In  British  rail- 
ways ten  shai'es  is  the  unit,  and  it  may  here 
be  said  that  all  shares  to  be  a  proper  de- 
livery in  London  must  be  in  ten-share  certifi- 
cates. The  bulk  of  the  business  is  done  in  this 
way,  and  brokers  as  a  rule  buy  from  and  sell  to 
dealers  of  established  reputation  rather  than 
with  each  other.  This  does  not  permit  the  free 
market  we  have  in  New  York,  nor  the  same 
closeness  of  price  that  is  made  here,  where 
stocks  caD  frequently  be  bought  and  sold  ia 
large  amounts  at  the  same  price.  Here  a  record 
is  kept  of  the  transactions,  the  stock  list  each 
day,  showing  pretty  closely  the  number  of 
shares  traded  in.  In  London  and  Pans  these 
lists  do  not  indicate  the  volume  of  business, 
merely  giving  quotations  as  they  may  be  marked 
by  brokers,  on  a  public  bulletin  hanging  in  the 
Exchange,  and  consequently  not  accurate  indices 
of  the  course  and  scope  of  the  market.  In  both 
those  markets,  particularly  in  London,  there  ia  a 
secrecy  and  a  disposition  to  conceal  operations, 
which  is  a  striking  contrast  mth  the  frank  and 
public  manner  of  conducting  the  business  in  the 
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ar»r  callel  •' "'. 'I -k-:  si :  i^  "*  ii-Trrj?^  izL«i  -•:  i rabt 
R^rcur-  c-.LL^ssi'.L-?  :lj.:  •^^.-il.:  ^:  ":  zi-rir.C'eis 
of  tLv  St'X-k  Ex'-'LiLj'r  Li  ilrj  Tr^r*e  rtrnnirt^d 
to  .solicit  busiL<css.  Pr::r  :■:  IS'*--  ile  Cirr  of 
ly^ndon  require!  all  r.-r.-kers  :..  *:uke  out  a 
license,  and  the  result  was  r^rs  -ns  •:'i:s:.ie  of  the 
Stock  Exchange  pose«i  h^efore  the  piiblic  as 
licensed  brokers.  The  semi-«>tiieial  endorsement 
r)f  the  Coi'jioration  of  London  proved  to  be  mis- 
hjjwling  to  the  public,  and  the  law  was  rej'^aled. 
TIk^  S(Hjretary  of  the  Stock  Exchange  publishes 
a  notic(j  in  the  daily  papers  warning  the  public 
that  rn(^rri})ers  of  the  Exchange  are  not  allowed 
li<»  iidvortiHc. 


CHAPTER  VI. 

LONDON ^TRADING     "FOR     THE     ACCOUNT"      AND 

CLEARING   HOUSE   FOR    SHARES  IN  THE  STOCK 
EXCHANGE. 

BEFORE  any  scrip,  shares,  bonds,  or  de- 
bentures of  any  description  can  be  quoted 
in  the  official  lists,  or  be  in  any  manner  recog- 
nized by  the  Exchange,  application  must  be 
made  in  behalf  of  such  issues,  and  the  proper 
committee  will  require  full  information  as  to 
the  bona-fide  character  of  the  enterprise;  that 
it  is  of  sufficient  magnitude  to  warrant  dealings, 
that  two  thirds  of  the  whole  nominal  capital 
have  been  applied  for  and  unconditionally  al- 
lotted to  the  public ;  that  its  issues  are  legal  in 
form  and  authority,  etc.  It  is  apropos  to  re- 
mark that  Stock  Exchanges  guard  the  public, 
in  so  far  as  they  are  able,  in  declining  to  admit 
to  quotations  the  questionable  enterprises  of 
"  shady "  promoters,  but  they  do  not  in  any 
manner  thereby  indicate  any  opinion,  personal 
or  official,  as  to  the  value  of  such  issues,  or 
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their  real  genuineness  or  soundness.  That  is 
entirely  ])eyon(l  their  province,  ami  ^)ersons 
buying  issues  that  have  bt*en  "  listed "  should 
scrutinize  the  property  and  investigate  the 
value  for  themselves.  Caveat  emptor.  The 
ininiense  number  of  shares,  stocks,  bonds,  de- 
bentures, etc.,  that  are  dealt  in  on  the  Stock 
Exchange  in  London,  as  may  be  surmised,  ne- 
cessitates a  systematic  division  of  the  scant 
space  in  the  Board  Room.  A  portion  of  "  the 
floor  "  is  given  up  to  Consols,  bank  shares, 
Indian  securities,  one  to  home  railways,  one  to 
the  funds  of  foreign  states ;  a  department,  and  a 
large  one,  to  American  railways,  etc.  The  sec- 
tion of  the  floor  assigned  to  these  various  inter- 
ests are  again  subdivided  into  groups  varying  in 
size  vnth  the  activity  and  popularity  of  the  dif- 
ferent securities. 

When  a  member  wishes  to  obtain  what  he 
purchases  without  delay,  he  stipulates  at  the 
moment  of  negotiation  that  it  is  to  be  a  cash 
transaction,  otherwise  he  would  not  receive 
the  certificates  of  ownership  until  the  next 
"settling  day."  These  settling  days  are  once 
a  month,  in  Consols,  and  twice  a  month, 
about  the  middle  and  end,  in  all  other  securi- 
ties.    Practically,  trading  "  for  the  account,"  as 
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this  U  called,  la  the  mode  in  which  nearly  all 
the  business  is  done,  and  under  it  purchaaea 
cai'ry  no  interest  during  the  current  account,  at 
the  end  of  which  the  buyer  receives  the  secmities 
due  him.  If,  befoi'e  that  day  arrives,  however,  he 
should  re-sell  the  same  securities,  there  should 
in  that  case  be  no  necessity  for  him  to  receive 
them  fi'om  the  person  who  sold  to  him,  for  him, 
in  turn,  to  deliver  to  the  person  to  whom  he 
had  sold.  That  would  be  superfluous  labor 
and  risk,  and  that  he  avoids  by  the  intervention 
of  a  Clearing-House  arrangement,  which  elimi- 
nates himself  fi'om  the  transaction  by  dii-ecting 
the  ultimate  seller  to  deliver  to  the  ultimate 
buyer,  the  middle  man  receiving  any  difference 
in  his  favor,  or  paying  any  that  is  against  him. 
This  end  is  aecomjjlished  to  some  extent  by 
passing  around  for  endorsement  a  ticket,  which 
is  made  to  do  duty  as  a  settling  agent,  but  the 
Clearing  House  is  now  as  fixed  and  popular  a 
factor  in  the  Stock  Exchange  of  London  as 
among  the  banks  of  London  and  all  other  cities, 
in  "  clearing  "  or  settling  their  differences.  Many 
people  have  an  idea  that  a  Cleariog  House,  by 
some  necromantic  power,  transforms  the  ordinary 
business  of  the  Exchanges  into  a  speculative 
character.    It    does    economize    book-keeping, 
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money,  capital,  risk  of  banks,  and  avoids  the 
daily  passing  of  stocks  backward  and  forward 
through  the  streets  like  a  shuttle,  and  perhaps 
the  relief  of  the  business  from  such  burdens 
may  promote  activity  and  willingness  to  trade. 
But  it  is  precisely  as  legitimate  for  brokers  to 
iidopt  the  economical  agency  of  the  Clearing 
House  as  for  banks,  who  no  longer  cart  their 
specie  from  one  office  to  another.  There  are  in 
London,  for  instance,  twenty-seven  banks  be- 
longing to  the  Bankei's'  Cleai'ing  House,  and  alj 
other  bankers  in  London  and  throughout  Eng- 
land keep  accounts  Avith  them.  The  Clearing- 
House  banks  all  keep  accounts  in  the  Bank  of 
England,  and  in  the  clearing  of  any  day,  debtor 
banks  give  their  checks  on  the  Bank  of  Eng- 
land,  which  the  creditor  banks  deposit  there, 
and  thus  not  a  sovereign  passes,  though,  to  illus- 
trate, in  the  week  ending  July  4,  1888,  £188,- 
000,000  (nearly  $950,000,000)  were  thus 
cleared.  The  principle  of  a  Clearing  House  in 
its  simplest  form  is  where  two  men  who  are 
mutually  indebted,  instead  of  paying  each  debt 
in  full,  should  "  pair  off,"  as  far  as  the  debts  per- 
mit, the  larger  debtor  then  paying  the  excess. 
This  same  principle  extends  into  international 
transactions,  and  the  United  States  and  England, 
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instead  of  each  ahipping  gold  on  all  purchases  in 
the  other  country,  only  do  so  to  the  extent  of  the 
balance  of  trade.  When  a  dozen  nations  are  trad- 
ing together  the  Exchanges  between  them  be- 
come more  complex,  but  otherwise  do  not  differ. 
It  is  with  trausactions  between  members  of 
Stock  Exchanges  identically  the  same  as  be- 
tween merchants  of  nations  engaged  in  interna- 
tional commercial  intercourse.  Though  this 
mode  of  settlement  now  obtains  in  English  and 
Continental  Exchanges,  the  Consolidated  Ex- 
change of  New  York,  with  a  plan  similar,  but 
in  some  respects  preferable,  is  the  only  Stock 
Exchange  in  the  New  World  thatitdopte  "trad- 
ing for  the  account "  with  a  Clearing  House. 
The  Stock  Exchange  of  Philadelphia  delivers 
stocks  daily  through  the  intervention  of  a 
Clearing  House.  In  the  Stock  Exchange  of 
London  inactive  securities,  which  are  rarely 
dealt  in,  are  not  cleared,  the  list  covering  only 
such  as  are  largely  bought  and  sold. 

All  members  of  the  Exchange  are  not  neces- 
sarily registered  in  the  Clearing  House,  and 
their  participation  in  its  operations  is  not  com- 
pulsory. The  Clearing  House  is  of  relatively 
recent  origin  in  its  application  to  stocks,  in 
London,  and  at  first  some  of  the  lai^er  houses 
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opposed  its  introduction  as  it  to  some  degree 
destroyed  their  advantages  over  smaller  brokers 
and  dealers.  They  have,  however,  gitidually 
come  to  acknowledge  its  vast  superiority  over 
tlie  old  system,  and  now  the  gi'eat  bulk  of 
the  business  goes  through  this  mode  of  settle- 
ment. Members  are  gradually  coming  in,  and 
the  indications  are  that  within  a  short  time 
the  entire  membership  will  employ  the  Clearing 
House,  which  is  conducted  by  the  Exchange 
as  a  part  of  its  official  machinery.  When 
the  end  of  the  fortnightly  period  arrives,  three 
days  are  allowed  to  complete  the  settlement. 
The  first  is  "  Contango  day,"  on  which  brokers 
and  dealers  balance  their  accounts  to  see  what 
they  have  to  deliver  and  what  to  receive  as  the 
net  result  of  their  operations  for  the  preceding 
two  weeks.  Those  who  are  "  bull "  of  a  certain 
stock  must  be  prepared  to  receive  the  actual 
certificates  upon  the  third  day,  which  is  called 
"  settling  day,"  the  intervening  one  being  known 
as  "  ticket  day."  The  "  bull "  (French,  Jiaussier) 
must  have  the  funds  to  pay  for  the  securities,  or 
he  must  borrow  the  money  almost  invariably 
on  a  pledge  of  collaterals  from  bankers  or 
money-lenders,  or  he  must  arrange  with  the 
seller,  the  "bear"  (French,  haismr)^  or  some 
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one  else  ia  the  Exchange  to  have  the  stock  car- 
ried over  till  the  end  of  the  next  fortnightly 
penod.  If  he  pays  for  this  extension,  it  is 
called  a  "  contango  "  (French,  report),  which  with 
us  would  1)6  called  interest  or  "  carrying  charge." 
If  the  eeiler  is  operating  for  "  short"  account, 
and  finds  it  difficult  to  procure  certificates  to 
make  the  delivery,  the  buyer,  to  whom  he  owes 
stock,  may  only  consent  to  forego  for  the  next 
two  iveeks  his  right  to  receive  it,  for  a  consider- 
ation. The  sum  thus  paid  by  the  seller  to 
defer  the  delivery  is  called  "  backwardation " 
(French,  deport),  which  with  us  would  be  called 
a  "premium."  When  the  contract  stands  over 
till  the  next  settlement  without  any  interest  or 
other  charges  either  way,  it  is  said  to  be  "  flat." 
All  persons  having  arranged  for  the  continuation  ' 
into  the  next  account  of  such  contracts  as  are 
not  to  be  settled  by  an  actual  delivery  of  the 
securities,  and  all  offsetting  contracts  having 
been  eliminated  by  the  machinery  of  the  Clear- 
ing House,  "  tickets "  are  exchanged  between 
those  members  who  have  actual  certificates 
to  deliver,  and  on  the  thii'd,  or  "settle- 
ment" day,  these  certificates  are  passed 
from  the  sellers  to  the  buyers.  Meanwhile 
trading  goes  on  in  the  Exchange  for  the  current 
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account  which  in  turn  has  its  transactions  sub- 
jected to  the  same  process.  No  fixed  commis- 
sion is  charged,  but  one  eighth  per  cent,  to  buy 
and  the  same  to  sell  is  customar}^  Active 
speculative  accounts  when  opened  and  closed 
during  a  fortnightly  period  ai-e  sometimes  un- 
dertaken by  responsible  houses  for  one  sixteenth 
each  way.  There  is  no  place  in  the  world  where 
personal  honor  and  credit,  ^vithout  security,  go 
so  far  as  in  this  Exchange.  Contracts  entered 
into  "  for  the  account "  (French  a  tei^me)  re- 
main open  until  the  date  of  the  next  settlement, 
and  though  a  broker  may  have  coming  to  him 
at  that  time  an  immense  number  of  shares  and 
bonds  bought  at  lower  prices,  he  has  no  power 
before  that  date  to  call  upon  the  sellers  to  give 
any  security  whatever  for  the  faithful  perform- 
ance of  their  contracts.  A  dealer  might  make 
engagements  far  beyond  his  ability,  trusting 
that  at  the  settlement  period,  or  before,  he 
might  be  able  to  repurchase  stocks  which  he 
had  sold  short,  or  to  sell  stocks  which  he  had 
bought,  without  disastrous  loss,  and  if  the  mar- 
ket went  against  him  he  would  meanwhile  not 
be  compelled  to  disclose  his  inability  to  make 
good  the  difference.  An  American  cannot  but 
regard  this  as  an  undue  and  unnecessary  expan- 
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sion  of  the  credit  system,  and  far  inferior  to  the 
American  plan  in  time  contracts.  The  latter 
gives  either  party  the  right  to  demand  a  mutual 
deposit  in  auy  Trust  Company  (bank)  of  unex- 
ceptionable standing,  or  with  the  chaiiTuan  of 
the  Exchange,  of  ten  per  cent,  of  the  amount 
involved  in  the  open  contract.  This  removes 
from  American  business  an  element  of  risk 
inherent  in  the  English  system.  Americans 
have  no  conception  of  what  *'  credit "  means, 
for  it  is  hedged  about  here  by  conditions  and 
limitations  unknown  to  brokers  in  London 
and  Paris.  The  custom  in  London  is  to  accept 
an  uncertified  check  for  securities  passing  be- 
tween members  of  the  Exchange ;  indeed  the 
practice  of  certifying  checks  there  is  unknown. 
A  member  can,  by  giving  proper  notice,  demand 
the  actual  cash,  but  that  is  only  resorted  to  in 
desperate  cases.  In  New  York  the  common 
practice,  especially  in  times  of  any  uneasiness, 
of  exacting  a  certified  check,  which  is  a  check 
marked  good  by  the  bank  on  which  it  is  drawn, 
for  all  sums  of  any  magnitude,  in  lieu  of  the 
certificates  or  bonds  delivered  to  tbe  buyer, 
reduces  the  risk  to  a  minimum,  and  is  prefer- 
able to  the  English  system,  which  all  the 
way  through  is  one  of  exceptional  confidence. 
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No  doubt  tlie  custom  of  granting  credit  there 
leads  to  a  closer  scrutiny  of  character,  and  as  an 
aid  to  the  proper  estimate  of  the  real  status  of 
a  member  is  the  rule  forbidding  him  and  his 
wife  from  being  engaged  in  any  other  kind  of 
business. 

In  this  connection,  however,  it  is  proper  to 
remark  that  banking  in  the  United  States  is,  in 
some  respects,  more  hazardous  than  in  England. 
Outside  of  the  risk  of  loss  through  an  over-cer- 
tification of  checks  (as  we  spell  the  word)  is  the 
peril  from  iiTegular,  forged,  or  fraudulent  en- 
dorsements on  checks  payable  "  to  order."  The 
banker  here  is  ultimately  responsible,  and  is 
often  mulcted  when  he  has  exercised  all  the 
care  and  caution  consistent  with  the  practical 
conduct  of  business.  In  England  cheques  (as 
they  spell  the  word)  payable  "to  order"  are 
similar  in  effect  to  those  payable  "  to  bearer  "  in 
the  United  States.  Bankers  there  are  protected 
by  the  Bills  of  Exchange  Act  of  1 882,  which 
provides  that 

"  When  a  bill,  payable  to  order  on  demand,  is  drawn 
on  a  banker,  and  the  banker  on  whom  it  is  drawn  pays 
the  bill  in  good  faith,  and  in  the  ordinary  course  of  busi- 
ness, it  is  not  incumbent  on  him  to  show  that  the  endorse- 
ment of  the  payee  or  any  subsequent  endorsement  was 
made  by  or  under  the  authority  of  the  person  whose 
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endorsement  it  purports  to  be,  and  the  banker  is  deemed 
to  have  paid  the  bill  in  due  course,  although  such  en- 
dorsement has  been  forged  or  made  without  authority." 

"  Crossed  cheques,"  as  tliey  are  termed,  in 
England  are  more  nearly  like  our  checks  paya- 
ble "  to  order."  The  "  Crossed  Cheques  Act " 
of  1876  ^  describes  this  form  of  draft  upon  a 
bank  as  follows : 

"  Where  a  cheque  bears  across  its  face  an  addition  of 
the  words  *  and  company,'  or  any  abbreviation  thereof 
between  two  parallel  transverse  lines,  or  of  two  parallel 
transverse  lines  simply,  and  either  with  or  without  the 
words  *  not  negotiable,'  that  addition  shall  be  deemed  a 
crossing  and  the  cheque  shall  be  deemed  to  be  crossed 
generally.  Where  a  cheque  bears  across  its  face  an  addi- 
tion of  the  name  of  a  banker,  either  with  or  without  the 
words  *  not  negotiable,'  that  addition  shall  be  deemed  a 
crossing  and  the  cheque  shall  be  deemed  to  be  crossed 
specially^  and  to  be  crossed  to  that  banker.  Where  a 
cheque  is  uncrossed,  a  lawful  holder  may  cross  it  gener- 
ally or  specially.  Where  a  cheque  is  crossed  generally 
the  banker  on  whom  it  is  drawn  shall  not  pay  it  other- 
wise than  to  a  banker.  Where  a  cheque  is  crossed 
specially,  the  banker  on  whom  it  is  drawn  shall  not  pay 
it  otherwise  than  to  the  banker  to  whom  it  is  crossed,  or 
to  his  agent  for  collection.  Any  banker  paying  a  cheque 
crossed  generally  otherwise  than  to  a  banker,  or  a  cheque 
crossed  specially  otherwise  than  to  the  banker  to  whom 
the  same  shall  be  crossed,  or  his  agent  for  collection, 
being  a  banker,  shall  be  liable  to  the  true  owner  of  the 
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in«tiUjUon."  The  chairman  of  this  committee 
wuH  Mr,  Low(;,  a  former  Chancellor  of  the  Ex- 
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chequer,  and  among  its  members  were  tlie  Solici- 
tor-General, Sir  Henry  James,  Sir  Charles  Kus- 
sell,  Mr.  (now  Sir)  John  Puleston,  and  men  of 
that  stamp.  The  JJoyal  Commission  to  investi- 
gate the  working  of  the  Stock  Exchange  in 
1877  advocated  its  incorporation  "  for  the  pur- 
pose of  strengthening  its  hands  and  increasing 
its  efficiency  in  the  future."  Though  the  re- 
port was  signed  by  the  whole  Committee,  which 
was  comjwsed  of  Lords  Penzance  and  Black- 
burn, Baron  Rothschild,  H.  H.  Gibbs,  previously 
Governor  of  the  Bank  of  England,  and  others 
of  equal  distinction,  a  large  minority  signed  it 
with  a  reservation  as  to  this  recommendation. 
They  all  agreed  that  "any  external  control 
which  might  be  introduced  by  such  a  change, 
should  be  exercised  with  sparing  hand.  The 
existing  body  of  rules  and  regulations  have 
been  formed  with  much  care,  and  are  the  result 
of  long  experience,  and  the  vigilant  attention  of 
a  body  of  persona  intimately  acquainted  "with  the 
needs  and  exigencies  of  the  community  for  whom 
they  have  legislated.  Any  attempt  to  reduce 
these  rules  to  the  limits  of  the  ordinary  law  of 
the  land,  or  to  abolish  all  checks  and  safeguards 
not  to  be  found  in  that  law  would,  in  our  opin- 
ion, be  detrimental  to  the  honest  and  efficient 
conduct  of  business." 


CHAPTER  VIL 

PARIS THE   bourse;     ITS    ORIGIN    AND    GROMTTh. 

IT  is  tantalizing  to  an  inquirer  into  the  early- 
history  of  financial  and  commercial  insti- 
tutions in  France,  even  more  than  in  England, 
to  discover  how  little  their  origin  is  noted  by 
contemporaiy  chroniclei's.  History  is  rather  a 
record  of  war  and  politics  than  of  the  victories 
of  peace  and  industry.  We  learn  that  merchants 
assembled  in  Paris  five  hundred  years  ago,  but 
this  fact  is  mainly  preserved  by  the  name  of  the 
Bridge  by  the  side  of  which  they  met — ^the 
Pont-au-cliange,  Finally,  in  1724,  the  business 
of  stock  brokerage  had  risen  to  such  a  dignity, 
owing  to  the  enormous  speculations  in  the  Mis- 
sissippi Company's  shares,  that  the  Bourse  was 
legalized  and  assigned  to  the  Hotel  de  Nevers, 
between  Rue  Yivienne  and  Rue  Richelieu.  On 
October  25,  1726,  by  an  order  of  the  Council  of 
State,  an  official  distinction  was  made  between 
brokers  in  stocks  and  in  merchandise.  In  1786 
that  portion  of  the  law  of  1724  which  granted 
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the  riglit  to  sixty  persons  to  do  the  business  of 
stock-brokers  without  payment  to  the  state  was 
repealed,  and  sixty  officers  (or  brokers)  were  ap- 
poioted  for  life  xipon  the  pajTnent  of  a  sum  of 
money  to  the  state.  The  Revolution  swept 
away  this  monopoly  in  the  law  of  1791 ;  but 
four  years  later,  the  free  exercise  of  the  right 
to  do  business  as  a  stock-broker  was  prohibited, 
and  twenty-five  brokers  were  established.  In 
1801  the  number  was  limited  to  eighty,  but  in 
1816  it  was  again  reduced  to  sixty,  and  this 
limitation  as  to  number  of  official  brokers  ex- 
ists to-day.  M.  Alph.  Courtois,  Fils,"  says  that 
in  1801  the  security  deposited  with  the  govern- 
ment by  each  of  the  sixty  Agents  de  Change 
was  60,000  francs,  increased  in  1805  to  100,000, 
in  1816  to  125,000,  and  finally,  by  the  Imperial 
Decree  of  October  1,  1863,  the  sum  was  fixed 
at  250,000  francs  for  the  Paris  Bourse,  40,000 
for  Lyons,  30,000  for  Marseilles,  Boi-deaux,  etc. 
This  last  act  still  remains  in  force,  and  each  of 
the  sixty  Agents  de  Change  in  Paris  has  lodged 
with  the  Minister  of  Finance  250,000  francs, 
which  is  liable  for  his  obligations  in  the  event 
of  his  default.  He  receives  3  -per  cent,  from 
the  government  for  his  deposit,  and  while  the 

'  Opiraiiottt  dt  Bourse  et  de  Change. 
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public  have  security  in  this  pledge,  it  is  not 
hazardiiif^  much  to  sav  that  the  i^ovemment 
farmed  out  the  exclusive  rights  in  }>erpetuity 
to  sixty  iKM'soiis  as  officially  ivcognized  brokers 
in  Paris,  in  consideration  of  this  deposit !  It 
was  impecuniosity  and  not  statesmanship  that 
devised  the  plan,  and  several  times  *'  raised  the 
stakes." 

The  number  of  legally  recognized  brokers  be- 
ing limited,  and  the  power  to  nominate  a  suc- 
cessor inhering  in  the  office,  it  follows  that  the 
privilege  of  membership  in  this  select  body  be- 
came veiy  valuable.  M.  Courtois  states  that 
before  the  Revolution  memberships  commanded 
no  price,  that  afterwards  a  sale  was  made  at 
30,000  francs,  and  that  before  1830  they  had 
increased  to  850,000  francs.  After  the  Revolu- 
tion of  July  they  fell  to  250,000,  rising  to  950,000 
francs  before  1848.  The  Revolution  in  that 
year  depreciated  the  value  of  memberships  to 
400,000  francs,  but  at  present  they  command 
about  2,000,000  francs  (or  say  $400,000). 

A  "  seat "  in  the  Parquet  can  only  be  obtained 
by  purchase,  and  as  many  as  twelve  persons 
may  be  partners  in  its  ownership,  though  it  must 
be  placed  in  the  name,  and  under  the  control  of 
some  one  of  its  proprietors,  who  alone  has  the 
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right  to  do  business  in  the  Bourse,  and  wlio 

must  own  oiitright  at  least  one  fourth  of  the 
membership.  He  must  not  only  be  elected  by 
his  fellows  after  making  the  purchase  of  the 
seat,  but  his  election  must  be  confirmed  by  the 
Minister  of  Finance,  who  nominates  him  as  one 
of  the  official  agents,  before  he  can  exercise  the 
duties  of  his  office  as  broker.  Members  must 
furnish  the  Syndic  annually  with  a  list  of  their 
employes,  stating  what  salaries  they  receive, 
and  also  permit  the  public  exhibit  of  the  names 
and  interests  of  any  partners  they  may  have. 
The  silent  partners  are  personally  liable  for  all 
the  obligations  incurred  by  the  active  partner 
while  acting  in  his  capacity  as  Agent  de  Change. 
No  one  can  become  an  Agent  de  Change  who 
is  not  a  Frenchman,  at  least  twenty-five  years 
.  of  age,  recommended  by  several  bankers  and 
commercial  houses.  He  is  forbidden  to  spec- 
ulate or  do  business  on  his  own  account. 
He  must  keep  his  books  on  the  double-entry 
plan,  after  a  model  furnished  by  the  Syndical 
Board,  and  he  cannot  bring  an  action  in  the 
courts  without  its  authority.  If  he  should  be 
obliged  to  leave  business,  even  temporarily,  he 
must  notify  the  Syndic  of  the  fact,  and  who  his 
representative  will  be  during  his  absence. 


54  Parts. 

With  all  the  financial  interests  that  are  focused 
in  the  Boui*se  it  is  physically  impossible  for  sixty- 
persons  to  properly  perfonn  the  functions  de- 
volving upon  them.  Moreover,  to  confer  upon 
any  body,  however  large,  such  autocratic  power 
and  privilege,  would  be  regarded  in  this  country 
as  an  abuse  of  constitutional  right,  and  an  act  in 
restraint  of  trade. 

The  exclusive  rights  given  to  the  Agents  de 
Change  led  to  the  gradual  growth  of  a  body 
of  unlicensed  brokers  called  CoulissierSy  who 
form  what  is  still  known  as  the  Oovlissej  as  dis- 
tinguished from  the  Parquet^  the  name  given  to 
the  body  of  Agents  de  Change.  The  Coulisse 
began  to  crystallize  at  the  end  of  the  Napo- 
leonic wars,  and  at  first  it  confined  its  operations 
to  French  rentes. 

The  railway  fever,  beginning  about  1836  and 
continuing  ten  years,  was  felt  in  France  pretty- 
much  as  in  England,  and  in  the  latter  part  of 
that  decade  the  shares  of  railway  companies 
were  literally  spawned.  From  1844  to  1847 
the  share  capital  of  railway  companies  formed 
in  France  is  estimated  to  have  been  over  one 
thousand  million  francs  (say  $200,000,000). 
Forty  years  ago  this  sum  looked  much  more 
formidable  than  at  present,  for  since  that  time 
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the  floating  capital  of  tlie  world  has  been  vastly 
augmented.  Investments  in  railway  securities, 
wliich  were  tlien  experimental,  are  now  tlie  ac- 
cepted outlet  for  the  surplus  capital  of  all  com- 
mercial communities.  There  was  naturally,  at 
that  period,  an  immense  overflow  of  speculative 
business  in  these  issues,  and  through  it  the  Covr 
lisse  grew  I'apidly  into  a  commanding  position. 
Their  number  was  unlimited  and  embraced,  as 
at  present,  bankers,  speculators,  brokers,  and  in- 
vestors, who  either  did  not  have  the  means,  or 
could  not  gain  admission  into  the  restricted  mem- 
bership of  the  Parquet,  as  sixty  places  could  not 
possibly  accommodate  the  number  of  persons 
who  vpished  to  eng^e  in  this  business.  Finally 
the  Coulisse  had  so  poached  upon  the  pre- 
serves of  the  Parquet  that  the  latter  body  de- 
termined to  assert  their  legal  prerogatives,  and 
in  1859  they  brought  suit  against  the  CouUs- 
aiers.  Twenty-six  of  the  latter  were  fined  10,500 
francs  each  for  usurfjing  functions  exclusively 
belonging  to  the  Agents  de  Change,  and  for  the 
time  being  the  Coulisse  was  dispersed. 

Article  76  of  the  Commercial  Code  describes 
the  privilege  of  the  Parquet  as  follows  :  "  The 
Agents  de  Change,  constituted  in  the  manner 
prescribed  by  law,  alone  have  the  right  to  nego- 
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tiate  public  and  other  securities  that  may  be 
quoted  in  the  stock  list,  or  to  negotiate  for 
account  of  others,  drafts  or  bills  or  anv  other 
commercial  paper,  and  to  fix  the  rates  therefor." 
This  latter  function  has  been  allowed  to  lapse, 
and  Agents  de  Change  as  a  matter  of  fact 
never  negotiate  bills  of  exchange  or  commer- 
cial paper. 

When  the  Parquet  had  thus  asserted  their 
monopoly  they  adopted  a  policy  of  semi-expan- 
sion by  permitting  authorized  clerks  to  make 
contracts  in  cash  in  contra-distinction  to  trans- 
actions "  on  account,"  which  latter  in  Paris,  as 
in  London,  constitute  the  bulk  of  the  business 
of  the  Parquet.  Finally,  however,  the  Qmlisse 
reconstructed  itself  and  the  two  divisions  of 
the  Bourae  now  dwell  together  in  apparent 
haraiony.  The  fact  is,  the  Parquet  feel  that 
their  tenure,  like  that  of  the  House  of  Lords 
in  England,  is  not  so  secure  that  they  can  af- 
ford to  arrogate  all  the  rights  legally  conceded 
to  therri.  They  feel  bound  to  preserve  their 
credit  intact  and  to  keep  it  above  suspicion,  for 
fear  of  losing  their  vested  privileges.  This  was 
exhibited  by  their  conduct  during  the  great 
Kracfh  in  1881,  when  the  Union  Generale  failed. 
The  Pa/rquet  had  subscribed  for  shares  in  a  new 
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issue  of  stock  by  this  institution,  and  had  in 
turn  sold  considerable  of  it  for  futui*e  delivery 
to  members  of  the  Coulisse,  Meanwhile  the 
company  suspended,  and  owing  to  irregulari- 
ties in  the  issue  the  Coulisse  declined  to  accept 
the  stock  tendered  to  them.  The  matter  was 
carried  to  the  courts,  and  the  Coulisse  won,  in- 
volving the  Parquet  in  immense  losses,  which 
almost  bankrupted  them.  But  they  stood  hero- 
ically together  in  mutual  support,  borrowed 
large  sums  of  money  upon  the  joint  credit  of 
the  membership,  maintained  unsullied  the  credit 
of  their  organization,  and  doubtless  thereby  pre- 
vented an  abrogation  of  their  rights,  which 
naturally  might  have  followed  any  general 
insolvency. 


CHAPTER  Vm. 

# 

PARIS THE   BOURSE ^PARQUET   AND    COULISSE. 

THE  Bourse  occupies  a  stately  building  of 
free-stone,  whicli,  ^vitll  its  noble  Corinth- 
ian columns  and  air  of  classic  gi*ace,  might  easily 
be  mistaken  for  a  church,  public  hall,  or  palace, 
and,  indeed,  its  designation  is  the  "Palais  de 
la  Bourse."  When  the  city  of  Paris  was  con- 
structing (1808-26)  this  temple  of  Mammon 
the  grants  were  insufficient  to  secure  its  prompt 
completion,  and  the  Compagnie  des  Agents  de 
Change  contributed  voluntarily  some  two  or 
three  millions  of  francs  towards  its  cost,  and,  in 
consequence  of  this  act,  a  ministerial  order  was 
issued  by  the  Treasury  giving  the  Compagnie 
the  free  use  of  the  building  without  charge. 
The  spot  where  it  is  located  is  known  as  the 
"  Place  de  la  Bourse,"  and  faces  Rue  Vivienne. 
The  grand  hall  of  the  Bourse  is  open,  airy,  and 
capacious,  and  in  every  way  a  credit  to  the  in- 
stitution. Singularly  enough,  the  Frenchmen, 
in  spite  of  their  reputed  admiration  for  the  fair 
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sex,  admit  no  women  or  children  to  tlie  gallery. 
New  York  bi'okera,  witli  their  gallantry,  would 
feel  as  if  much  of  theii"  sweetness  were  "  lost  on 
desert  air  "  if  they  could  not  now  and  then  pose 
to  curious  and  surprised  feminine  visitors  in 
the  gallery.  A  Frenchman  is  as  nervous  as  an 
electric  eel,  and  the  stock-market  operates  upon 
him  like  a  voltaic  pile.  In  a  placid  market  he 
is  like  a  jumping-jack ;  in  a  panic  he  deports 
himself  like  a  victim  of  St.  Vitua'a  dance. 
During  the  forenoon  the  Bourse  is  quite  de- 
serted, but  at  twelve  o'clock,  if  one  approaches 
it,  he  sees  excited  groups  occupying  every  inch 
of  space  under  the  splendid  portico,  or  peristyle. 
These  are  members  of  the  Chulisse,  and  here  is 
where  they  transact  all  their  business  in  the  day- 
time, except  iu  French  rentes,  which,  by  courtesy 
of  the  Parquet,  takes  place  in  a  comer  of  the  main 
hall.  "When  the  observer  mingles  in  the  throng 
in  this  outer  mart  of  the  Coulisse  he  sees  one 
group  trading  in  Italian  Funds,  another  in  Rus- 
sian, still  another  in  Egyptian,  again  another  in 
Panama  Canal  sliares,  and  so  on.  These  trans- 
actions are  all  for  "  the  account,"  which  means 
that,  at  the  end  of  the  month,  when  the  "  settle- 
ment day "  arrives,  the  buyers  will  receive  any 
stock  due  them,  except  French  rentes,  which  are 
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seldom  delivered  by  the  Oovlisaej  and  contracts 
in  which  practically  continue  indefinitely,  in 
most  cases  differences  only  being  settled. 

In  the  Pa/rquet  the  settlement  day  in  French 
refates  is  also  at  the  end  of  the  month,  but  in 
other  public  funds,  and  in  "  values  "  {yalev/ra)^ 
as  the  French  term  commercial  securities,  the 
settlements  are  fortnightly,  as  in  London.  In 
both  Parquet  and  Coulisse  a  clearing  house  per- 
forms functions  similar  to  that  in  the  Stock 
Exchange  in  London  and  the  Consolidated  Ex- 
change of  New  York.  In  the  Parquet  the  com- 
missions are  fixed  at  about  \  per  cent,  each  way, 
by  the  Chamhre  Syndicalej  composed  of  a  Syn- 
dic and  six  members,  who  constitute  the  govern- 
ing body.  The  Coulissiers  have  no  commission 
law,  but  usually  charge  about  ^  per  cent,  or 
half  the  rate  charged  by  the  Agents  de  CTtange^ 
and  they,  too,  are  governed  by  a  Syndical  Board. 

The  Coulisse  skim  along  on  the  surface  of 
speculation,  caring  little  for  investment  business, 
in  which  indeed  they  are  handicapped  by  the 
rule  of  the  French  Treasury,  the  Bank  of 
France,  Credit  Foncier,  French  railway  com- 
panies, etc.,  which  will  not  recognize  any  trans- 
fers of  their  registered  or  inscribed  shares,  ex- 
cept when  contersigned  by  an  Agent  de  Change. 
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This  IB  one  of  the  perquisites  of  the  monopoly 
enjoyed  by  the  Parquet,  but  when  necessary  the 
Coulisse  can  always  obtain  this  service  by  pay- 
ing one  of  the  agents  his  commission.  As  a  rule, 
however,  it  may  be  said  that  the  business  of  the 
Coulisse  is  chiefly  speculative,  and  notwithstand- 
ing the  fact  that  it  is  outside  of  government 
concessions,  with  seats  of  no  value,  because  not 
limited  in  number  and  not  transferable,  it 
does  almost  as  much  business  as  the  Parquet, 
and  at  times  more.  The  big  speculation  in  cop- 
per a  year  ago,  for  instance,  was  in  the  Couliase, 
and  there  alone  Panama  Canal  shares  are  dealt 
in.  In  the  winter  it  pays  the  Credit  Lyomiais 
fifty  thousand  francs  for  a  large  hall,  where  it 
holds  evening  sessions,  known  as  the  "  Petite 
Bourse." 

The  Agents  de  Clumge  stand  around  a  circular 
railing  (technically,  corbeille),  which  in  the  Ex- 
changes of  this  country  is  called  either  a  "  ring  " 
or  "  the  pit."  Its  diameter  is  small  enough  to 
permit  each  member  to  hear  his  vis-a-vis.  Two 
small  rings  or  spaces  (^petites  corheiUea)  are  con- 
tiguous to  the  circle  occupied  by  the  select 
sixty.  In  one  of  the  former,  sixty  clerks,  one 
for  each  member,  are  engaged  in  making  cash 
transactions  on  behalf  of  the  Agents,  and  in  the 
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other  the  same  number  of  clerks  are  occupied 
exclusively  with  transactions  in  the  French 
funds  "  for  the  account "  {negotiations  d,  terme 
8ur  la  rente).  A  third  enclosure  is  set  aside 
for  persons  who  solicit  business  for  the  Agents. 
They  are  called  remisierSj  which  might  be  ren- 
dered into  the  American  equivalent  of  "  drum- 
mers." The  Coulissiers  have  no  such  a  barrier 
as  the  corbeille^  and  consequently  they  form 
into  a  compact  mass  in  each  group,  which 
makes  the  transaction  of  their  business  more 
laborious. 

As  previously  said,  dealings  begin  on  the 
outer  edge  of  the  Bourse  at  12  o'clock  by  the 
Coulissiers.  At  12.30  the  sixty  Agents  de 
Change  assemble  and  continue  dealing  until  3 
o'clock;  whereas  the  Coulisse  remains  in  ses- 
sion until  4  o'clock,  not  counting  their  nocturnal 
meetings.  In  Berlin  the  Boerse  opens  at  12, 
closing  at  2.30  o'clock ;  in  Vienna  it  is  open  from 
10  to  11  and  12  to  1.45.  Americans  start  ear- 
lier in  the  day  (10  a.m.)  than  any  other  brokers, 
except  the  Viennese,  and  have  a  longer  session 
(closing  at  3)  than  any  except  the  English. 
Each  country,  of  course,  has  its  own  national 
holidays,  in  addition  to  those  recognized  every- 
where, such  as  Christmas  and  New  Year's.    The 
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Parqvst  have  an  organization  that  perhaps  more 
nearly  resembles  an  unlimited  partnership  than 
any  other  Exchange.  Their  membership  is  so 
small  that  it  is  almost  like  a  happy  family,  and 
their  rules  go  so  far  as  to  provide  that  only  one 
of  their  number  may  occupy  offices  in  any  given 
building,  and  in  case  of  his  removal  none  of  his 
colleagues  can  open  in  that  building  within  two 
years. 

This  leads  to  one  of  the  peculiarities  of  Paris, 
which  is  the  absence  of  any  financial  quarter. 
In  London  and  New  York  brokers'  offices  and 
banks  surround  the  Stock  Exchanges,  giving  a 
distinct  character  to  that  part  of  these  cities,  so 
that  the  phrases  "  Lombard  Street "  and  "  Wall 
Street  "  imply  banking  and  brokerage  interests. 
In  Paris,  however,  the  "  Place  de  la  Bourse  "  is 
close  to  small  and  inferior  shops,  and  nothing 
in  its  environment  in  any  manner  suggests  the 
nature  of  the  business  transacted  within  its  pur- 
lieus. Banking  and  brokerage  houses  are  scat- 
tered all  over  Paris,  but  nowhere  do  they  attract 
attention,  because  of  their  isolation.  With  all 
the  speculative  instincts  of  the  Frenchman,  with 
his  love  of  excitement,  bis  constitutional  fond- 
ness for  change  in  political  life,  his  unceasing 
search  for  novelties,  it  is  remarkable  that  deal- 
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ings  in  American  shares  have  never  been  success- 
fully inaugurated  there.  Why  the  Bourse  should 
maintain  an  active  speculation  in  Russian,  Turk- 
ish, and  Egyptian  funds,  at  the  same  time  utterly- 
neglecting  American  government  bonds  and 
railway  shares,  is  a  mystery.  Some  Parisians 
buy  and  sell  "Americans,"  but  they  do  so 
chiefly  through  London.  The  French  people 
do  not  migrate  much,  and  outside  of  the  old 
"  stand-bys  "  in  foreign  public  funds  and  foreign 
enterprises  managed  by  Frenchmen,  their  capi- 
tal is  equally  domestic  in  its  tastes.  They  will 
put  money  freely  into  a  speculative  experiment 
like  the  Panama  Canal,  because  the  rich  profits 
arising  from  the  investment  in  Suez  inspire  un- 
limited faith  in  their  industrial  Napoleon,  De 
Lesseps,  while  they  ignore  the  enormous  specu- 
lative opportunities  upon  much  safer  founda- 
tions in  the  United  States.  Well-informed 
American  engineers  do  not  believe  that  the 
Panama  enterprise  can  be  successfully  com- 
pleted by  the  present  company,  and  its  possible 
bankruptcy  may  not  only  involve  a  serious 
financial  crisis,  but  may  also  unsettle  the  foun- 
dations of  the  French  Republic  itself.  The 
shares  and  debentures  of  the  Panama  Canal  are 
held  by  retail  shopkeepers,  peasants,  servants, 
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and  people  of  email  means,  and  are  avoided  by 
capitalists,  bankers,  and  shrewd  speculators. 
De  Lesseps  has  always  appealed  to  the  former 
classes,  and  as  they  were  the  principal  sub- 
scribers and  beneficianes  of  the  Suez  invest- 
ment, he  now  relies  wholly  upon  them  to 
enable  him  to  complete  his  present  undertak- 
ing. 

Though  the  credit  of  France  was  so  reduced  in 
1797  that  5  per  cent,  rentes  sold  as  low  aa  6^*1^ 
and  not  higher  than  36  Jg^  in  that  year ;  though 
from  1816  to  1869  there  was  an  annual  deficit; 
though  to-day  its  debt  is  the  largest  of  any  nation ; 
and  though  it  hag  passed  through  more  inter- 
nal vicissitudes  than  any  other  European  com- 
mercial nation,  it  has  never  repudiated  its 
obligations.  In  1871,  when  France  lay  prostrate 
beneath  the  conqueroi''s  heel  and  an  indemnity 
of  five  milliards  ($1,000,000,000)  was  required, 
the  fi'ancs  fairly  leaped  from  the  pockets  of  the 
loyal,  frugal  people,  and  the  loan  was  sub- 
scribed for  several  times  over.  While  the 
French  are  volcanic  in  their  character  and 
sometimes  deluge  their  land  with  the  lava  and 
ashes  of  internecine  war  and  external  violence, 
they  soon  clear  away  the  debris  and  go  to 
work.     They  excel  all  nationalities  in  the  arts 
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of  painting,  design,  cookery,  and  dress,  and  the 
world  pays  them  a  willing  money  tribute. 

The  Bank  of  France  is  the  keystone  of  the  arch 
of  the  public  credit  of  that  country,  and  it  is  one 
of  the  best  managed  financial  institutions  in  any- 
country.  It  has  the  sole  right  to  issue  currency, 
which  it  may  do  up  to  $700,000,000  value,  stated 
in  American  money.  In  general  the  banking 
and  credit  system  is  less  developed  in  France 
than  in  any  other  country  of  equal  civilization, 
and  the  percentage  of  cash  payments  there  is 
infinitely  greater  than  elsewhere.  Notwith- 
standing this,  the  Bourse  is  one  of  the  finest 
examples  of  a  perfected  credit  system  to  be 
found  anywhere.  In  this  respect  it  is  superior 
to  its  commercial  surroundmgs,  but  in  its  re- 
gtricted  membership  and  quasi-relations  to  the 
government  it  is  sadly  behind  the  times. 
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HEW   YORK- — EAIELY    HISTORY    OF    THE   STOCK    EX- 
CHANGE. 

TURNING  now  to  America,  it  must  be 
conceded  that  it  was  born  of  a  specu- 
lative undertaking.  Tlie  voyage  of  Columbus, 
over  a  mysterious  and  trackless  ocean,  was  the 
boldest  experiment,  and  in  its  results  the  most 
colossal  speculation  in  the  annals  of  human 
enterprise.  In  the  language  of  the  Exchange, 
Ferdinand  and  Isabella  "  put  up  as  margin  "  the 
cost  of  fitting  out  the  expedition,  and  their 
profit  was  the  western  hemisphere.  The  paral- 
lel goes  further  in  this,  that  like  many  specu- 
latoi-s  they  finally  lost  what  they  had  gained. 
For  the  first  one  hundred  and  fifty  years  after 
its  discovery  the  territory  now  known  as  the 
United  States  was  hardly  visited  by  Europeans, 
and  the  next  one  hundred  and  fifty  years  were 
dedicated  to  the  establishment  of  a  fringe  of 
colonies  along  the  Atlantic  coast,  and  their  final 
separation  from  parental  authority.    When  the 
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Revolutionaiy  War  ended,  commerce  was  in  its 
infancy  and  capital  scarce.  After  tlie  battles  of 
New  Orleans  and  Waterloo  the  spirit  of  com- 
mercial and  industrial  life  succeeded  political 
and  military  ambition,  and  at  tliis  period  in 
both  Europe  and  America  was  inaugurated  the 
era  of  the  peaceful  conquests  of  money  and 
labor.  The  constructive  idea  supplanted  the 
destructive. 

Exchanges  do  not  spring  like  Minerva  fi^om 
the  brain  of  Jupiter,  into  full-fledged  existence, 
but  are  the  product  of  gi'adual  evolution. 

Though  the  New  York  Stock  Exchange 
traces  the  germs  of  its  existence  to  1792,  when, 
twenty-four  persons  who  called  themselves 
"  Brokers  for  the  Purchase  and  Sale  of  Public 
Stock"  signed  a  paper  agreeing  to  charge  not 
less  than  \  of  one  per  cent,  commission  on 
such  transactions,  the  real  foundation  of  the 
present  organization  was  not  laid  until  1817. 
In  1792  the  public  debt  of  the  United  States 
was  only  $17,993,000,  whereas  in  1816  it  had 
mounted  to  $108,510,000,  its  highest  sum  prior 
to  1862.  The  year  in  which  the  Stock  Ex- 
change  was  ushered  into  existence  as  a  regu- 
larly organized  body  with  "  a  local  habitation 
and   a  name,"   coincided   with   the   maximum 
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of  public  debt.  Business  was  confined  chiefly 
to  private  partnersliips,  and  that,  too,  on  a 
small  scale,  and  hence  the  occupation  of  stock- 
brokers in  those  days  was  dependent  almost 
wholly  upon  the  volume  of  the  national  debt, 
except  in  so  far  as  they  might  be  employed  in 
commercial  paper,  in  bilk  of  exchange,  and  the 
conversion  of  paper  money  into  specie  or  the 
reverse.  The  public  debt  was  gradually  re- 
duced, until  1835,  when  the  President  of  the 
United  States  announced  in  his  annual  message 
that  "  all  the  remains  of  the  public  debt  have 
been  redeemed  or  money  has  been  placed  on  de- 
posit for  this  purpose."  The  rapid  extinction  of 
the  public  debt  would  likewise  have  almost  extin- 
guished the  stock-brokerage  fraternity  had  not 
the  issue  of  stocks  and  bonds  for  raih-oad  con- 
struction come  along  opportunely  at  this  junc- 
ture, to  furnish  a  worthy  substitute  for  govern- 
ment bonds. 

The  "  magnificent  distances "  in  our  coun- 
try, and  its  boundless  resources,  opened  a  vista 
to  the  speculator  which  is  not  likely  to  occur 
again  in  the  history  of  mankind.  There  lay 
on  our  Western  border  prairies  and  valleys  as 
fair  as  the  Garden  of  Heaperides  and  almost 
as  primitive  as  the  Garden  of  Eden.     Beyond 
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lay  the  mountains,  locking  in  their  stony  em- 
brace treasures  richer  than  those  of  the  island 
of  Monte  Cristo,  and  on  the  Pacific  coast  ran 
the  Pactolian  rivers  of  California.  The  specu- 
lator surveyed  the  scene,  cast  its  tempting  linea- 
ments on  the  screen  of  the  money  market,  and 
immediately  speculative  dollara  chased  each 
other  in  a  race  across  the  continent.  The  iron- 
horse  invaded  the  wilderness,  performing  for  the 
Great  West  what  the  "  wooden  horse  "  did  for 
Troy, — ^it  admitted  the  people  who  conquered 
the  country.  The  railroad  pioneered  the  way 
for  population,  not  waiting  for  traffic,  but  antici- 
pating its  creation.  In  fact,  capital  discounted 
the  future,  and  speculation,  rather  than  invest- 
ment, hastened  the  phenomenal  development  on 
the  ever-retreating  frontier. 

The  discovery  of  gold  in  California,  supple- 
mented by  Australian  gold  and  Nevada  silver, 
enormously  augmented  the  world's  stock  of  bul- 
lion, stimulated  the  channels  of  trade  throughout 
Christendom,  and  gave  a  new  impulse  to  specula- 
tion. The  panics  of  1837, 1857,  and  1873  momen- 
tarily inflicted  great  injury  on  private  interests, 
but  did  not  permanently  retard  the  accumulation 
of  wealth.  As  the  country  grew  richer  the  pro- 
portion of  floating  to  fixed  capital  increased,  in- 
volving a  corresponding  enlargement  of  the  vol- 
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ume  of  Stock-Exchange  business.  The  Civil 
War,  with  the  vast  expansion  of  national  debt, 
the  suspension  of  specie  payments,  and  introduc- 
tion of  a  depreciated  paper  currency,  all  served 
to  increase  the  fuel  and  fan  the  flame  of  specula- 
tion. The  public  debt  amounted  in  1866  to  over 
$2,776,000,000,  now  reduced  to  $1,727,000,000, 
which  is  diminished  almost  every  day  by  bond 
purchases.  After  the  war  railroad  construction 
proceeded  at  an  increasing  rate,  and  the  capital 
to-day  actually  invested  in  railroad  property  in 
the  United  States  is  estimated  at  about  $8,000,- 
000,000. 

TJp  to  1856  the  laws  did  not  protect  stock- 
brokers in  the  light  to  recover  money  due  from 
clients,  but  gradually  legislation  is  emancipating 
itself  fi'om  the  nan-ow  prejudices  and  antiquated 
precedents  that  used  to  put  the  stock-broker  on 
a  par  with  a  "  three-card  monte  "  player.  The 
statutes  of  the  various  States  of  the  Union  dif- 
fer, of  course,  in  their  treatment  of  Stock-Ex- 
change transactions  but  Legislatures  and  courts 
are  coming  each  year  to  more  clearly  recognize 
the  fact  that  buying  and  selling  stocks  and  bonds 
on  margin,  for  long  or  short  account  is  as  legiti- 
mate as  buying  or  selling  potatoes  on  credit. 
The  absurdity  that  "  a  margin "  given  to  a 
broker  on  a  purchase  of  stocks  implies  f 
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in  a  sense  different  from  the  margin  of  security 
given  by  the  buyer  of  a  house  to  the  money- 
lender who  loans  upon  his  real  estate,  is  dawn- 
ing upon  the  intelligence  of  men  who  are  sensi- 
ble enough  to  be  independent  of  the  precedents 
of  forms  of  jurisprudence  which  condemned 
witches.  The  broker  now  stands  on  a  plane  of 
legal  and  social  equality  wdth  bankers,  lawyers, 
and  merchants,  as  the  usefulness  of  his  vocation 
justifies.  Lawyers  can  afford  to  sympathize 
with  the  early  status  of  brokers,  because  in  the 
period  following  the  Revolution  in  Massachu- 
setts, for  instance,  as  McMaster  says^  the  feel- 
ing ran  so  high  against  the  legal  profession  that 
lawyers  "  were  denounced  as  banditti,  as  blood- 
suckers, as  pickpockets,  as  wind-bags,  as  smooth- 
tongued rogues."  Bankers  will  understand  it, 
for  in  1799,  when  there  were  only  two  banks  in 
New  York  City,  one  of  which  was  a  branch  of 
the  Bank  of  the  United  States,  the  sentiment 
was  so  hostile  to  banking  that  Aaron  Burr  was 
only  able  to  procure  a  charter  for  the  Manhat- 
tan Company  by  subterfuge.  Its  banking  privi- 
lege was  concealed  in  an  Act  which  ostensibly 
authorized  the  formation  of  a  company  to  fur- 
nish the  city  with  water. 

*  **  History  of  the  People  of  the  United  Stales." 


CHAPTER  X. 

HEW   YORK — THE   STOCK   EXCHANGE   OF   TO-DAY. 

THE  war  and  the  expanding  railway  system 
developed  tlie  Stock  Excliange,  bring- 
ing it  into  a  national  and  international  promi- 
nence that  it  had  never  before  enjoyed.  The 
groivtli  of  this  institution  into  its  present  com- 
manding position  has  been  within  twenty-five 
years. 

Up  to  1865  the  Stock  Exchange  was  a 
nomad.  From  the  button-wood  tree  in  Wall 
Street  in  1793  and  the  Tontine  Coffee-House, 
on  the  comer  of  Wall  and  Water  Streets  to  47 
Wall  Street,  thence  to  the  comer  of  Wall  and 
William  in  1827,  to  Beaver  Street  in  1854,  the 
Exchange  finally  made  its  way  to  its  present 
habitat  in  1865. 

The  building  has  since  been  several  times  en- 
larged, but  it  is  not  yet  up  to  the  requirements 
of  an  institution  of  its  varied  and  enormous  in- 
terests. It  faces  on  New  Street  and  Broad, 
with  a  wing  on  Wall  Street.     The  main  Board 
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Room  is  141  feet  by  145  in  the  widest  and 
longest  parts,  with  a  ceiling  varying  from  62  to 
80  feet  in  height,  a  gallery  for  spectators  being 
located  on  the  north  and  south  side  of  the  main 
hall,  which  has  an  area  of  13,700  square  feet. 

The  number  of  members  has  several  times 
been  extended,  until  it  reached  its  present  limit 
of  1,099,  at  an  increasing  cost  of  initiation,  rising 
from  $25.00  in  1823  to  an  average  of  $13,000, 
at  which  forty  "seats"  sold,  in  1879.  The 
present  value  of  membership,  or  "seats"  in 
Wall-Street  vernacular,  is  about  $25,000,  which 
is  $7,500  less  than  the  price  they  sold  at  six 
years  ago.  "  Seats  "  now  can  only  be  obtained 
by  purchase  from  retiring  members,  as  the  Ex- 
change has  none  for  sale,  and  therefore  their 
value  fluctuates  with  the  demand  and  supply. 

There  is  a  life  insurance  of  $10,000  attached 
to  each  membership,  and  the  insurance  system 
is  on  the  mutual  plan  of  an  assessment  for 
each  death.  This  has  served  as  a  model  for 
other  Exchanges  which  have  adopted  the 
same  principle,  but  it  is  not  a  natural  function 
and  is  in  a  measure  inequitable.  No  person 
with  any  pronounced  physical  disability  can 
become  a  member,  which  often  works  an  in- 
justice both  to  the  applicant  and  the  Exchange, 
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a8  the  man  might  be  a  very  valuable  acquisi- 
tion from  a  business,  if  not  from  an  insurance, 
point  of  view.  This  restriction  subordinates 
considerations  of  finance  to  those  of  health, 
which  is  essentially  wrong.  Besides,  within  the 
limit  of  age  permissible  a  young  man  pays 
equally  as  much  as  the  older  man,  which  is  con- 
trary to  the  law  governing  life-insurance  poli- 
cies. Those  who  wish  to  provide  for  their  fam- 
ilies could  do  so  through  the  regular  channels 
of  life-insurance  companies.  The  ten  thousand 
dollars  payable  upon  the  death  of  a  member  do 
not  go  to  his  creditors,  if  he  have  any,  but  to 
such  a  beneficiary  as  he  may  select  or  may  be 
in  the  line  of  direct  inheritance.  It  would  be 
more  within  the  province  of  an  Exchange  to 
accumulate  a  reserve  fund  by  contnbutions  pro- 
portionate to  transactions,  to  insure  against 
losses  from  failures  in  the  Exchange.  The 
principal  objections  to  this  would  be  that  such 
a  tax  would  disclose  the  volume  of  each  per- 
son's business,  and  that  it  would  tend  to  the 
indulgence  of  weak  brokers.  There  is  no 
more  reason  why  an  Exchange  should  insure 
lives  than  why  it  should  furnish  coal  to  its 
members. 

In  1864  the  Gold  Exchange  was  organized,  and 
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from  that  time  till  the  famous  Black  Friday  in 
1869  an  immense  speculation  in  gold  was  con- 
ducted; but  the  blowing  and  bursting  of  the 
bubble  in  that  year  destroyed  outside  specula- 
tion in  gold.  As  the  approaching  resumption 
of  specie  payment  robbed  gold  of  its  premium, 
the  old*  Gold  Room  closed  up  in  1877,  and 
its  members  went  into  the  Stock  Exchange,  car- 
rying with  them  the  remnants  of  their  business. 
The  mania  for  speculation  at  this  time  in  stocks 
and  gold  was  so  strong  that  business  began  on 
the  curbstone  just  after  breakfast,  continuing 
"  after  hours "  until  dark,  to  be  resumed  again 
up-town  in  the  Fifth  Avenue  Hotel  at  night. 
This  in*egular  trading  grew  to  be  such  an  evil 
that  it  was  finally  suppressed  by  the  down-town 
Exchanges. 

In  1863  an  opposition  Stock  Exchange,  called 
the  "Open  Board  of  Brokers,"  arose  and  by 
popular  methods  and  tireless  energy  it  grew 
into  a  position  of  equality  with  the  old  body. 

Henry  Clews,  in  his  recent  work  on  "  Twenty- 
Eight  Years  in  Wall  Street,"  thus  alludes  to 
the    opposition   "  Open  Board   of    Brokers " : 

"  The  membership  began  to  increase  rapidly, 
and  business  accumulated  so  fast,  that  the  Board 
was  soon  enabled  to  take  more  capacious  accom- 
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modatious  on  Broad  Street,  contiguous  to  the 
Stock  Exchange.  In  this  menacing  attitude  the 
new  Board  began  to  make  seiions  inroads  on  the 
business  of  the  old  one,  almost  one  half  of 
which  it  had  acquired  by  the  year  1869,  when 
the  old  Board  called  a  truce.  It  was  aeen  by 
the  judicious  members  of  the  Board  that  the 
competition  was  likely  to  work  the  ruin  of 
both,  and  amicable  negotiations  were  begun, 
which  culminated  in  consolidation,"  When  these 
conflicting  institutions  were  united  and  the  brains 
and  capital  of  the  street  were  concentrated  iu  the 
recoustmeted  Stock  Exchange,  business  grew  to 
proportions  hardly  dreamed  of  previously. 

Business  in  the  Stock  Exchange  used  to  be 
conducted  by  congregating  the  members  several 
times  a  day  in  the  presence  of  the  Chairman, 
who  "  called  "  one  stock  after  another  "  on  the 
list,"  and  all  those  wishing  to  trade  would  do  so 
on  these  "  calls,"  Finally  the  business  began  to 
overflow  into  the  intervals  between  the  "calls," 
and  this  tendency  to  a  continuous  market  be- 
came so  pronounced  that  in  1875  the  Stock 
Exchange  abandoned  "  calls  "  on  active  stocks, 
only  continuing  those  in  bonds  and  unlisted 
secmities,  which,  however,  are  more  a  matter  of 
form  than  substance.     The  great  bulk  of  the 
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transactions  are  made  as  orders  come  into  the 
market,  without  reference  to  the  time  of  their 
receipt.  In  the  Consolidated  Exchange,  business 
in  stocks  is  conducted  in  precisely  the  same  way. 
It  has  one  "call"  in  miscellaneous  and  three 
"  calls  "  in  mining  stocks,  but  they  only  cover  a 
small  portion  of  the  business  done  in  these 
specialties.  The  petroleum  market  in  the  Con- 
solidated Exchange  was  for  a  time  the  largest  in 
the  countr)\  It  now  does  twice  as  much  in  this 
commodity  as  the  Stock  Exchange,  but  since  the 
successful  introduction  of  railway  stocks  into 
the  Consolidated  its  members  have  lost  so  much 
interest  in  the  petroleum  market  that  it  has 
become  a  "side-show."  Pittsburgh,  which  is 
near  the  newer  petroleum  fields  of  Pennsyl- 
vania, at  this  writing  is  leading  the  New  York, 
Oil  City,  and  Bradford  Exchanges  in  the  magni- 
tude of  its  operations  in  this  commodity. 

The  Government  of  the  Stock  Exchange  is 
vested  in  the  President  and  Treasurer  of  the 
Exchange  and  a  Governing  Committee  of  forty 
members,  who  are  divided  into  four  classes. 
The  first  class  hold  oflice  for  one  year,  the 
second  for  two  years,  the  third  for  three 
years,  and  the  fourth  for  four  years,  so  that 
rotation  in  office  is  secured  by  an  annual  eleo- 
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tion  of  ten  members  to  tte  fourth  class  and 
to  fill  any  vacancy  in  tlie  other  classes.  The 
President,  Treasurer,  Secretary,  Chainnan,  and 
Vice-Chairman  of  the  Exchange  ai'e  elected 
annually.  The  President's  office  is  one  of 
honor  without  emolument.  His  duties  are 
not  onerous,  and  are  chiefly  to  preside  over  the 
deliberations  of  the  general  committee.  He  has 
power  to  call  special  meetings  and  ad  interim 
to  appoint  special  committees,  but  he  cannot 
nominate  the  standing  committees,  who  are  ap- 
pointed by  the  Governing  Committee  itself. 
The  hard  work  of  the  Exchange  is  done  by  the 
Secretary,  who  is  not  only  Secretary  of  the 
Exchange  at  large,  but  of  all  sub-committeee. 
An  immense  amount  of  work  of  a  complex 
character  passes  through  his  office,  which  is  like 
the  counting-rooms  of  a  commercial  establish- 
ment, and  it  is  but  proper  that  he  should  be,  as 
he  is,  well  paid  for  it.  The  incumbent,  Mr. 
Ely,  is  a  man  of  great  force  and  excellent  ability, 
and  necessarily  himself  a  member  of  the  Ex- 
change. The  Secretary  for  General  Purposes  of 
the  Stock  Exchange  of  London  is,  in  the  same 
way,  the  factotum  of  that  institution. 

The  rate  of  commissions  and  the  mode  of 
closing  out  defaulted  contracts  between  mem- 
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bers,  the  arbitration  of  disputes,  the  expulsion 
or  8us])ension  of  offendei's,  are  provided  for  by 
the  rules  of  the  association. 

Before  any  securities  can  be  admitted  "  to  the 
list,"  the  companies  issuing  them  must  conform 
to  the  conditions  as  to  titles,  fonn  of  certificates, 
etc.,  imposed  by  the  Exchange.  The  Exchange 
in  no  way  becomes  responsible,  however,  for 
the  real  value  of  the  properties.  An  "un- 
listed" department  is  also  legalized  with  less 
restrictions  than  surround  the  regular  list. 
_\  Purchases  in  the  New  York  Stock  Exchange 
are  usually  made  "  regular  way,"  which  is  always 
understood,  unless  otherwise  stipulated  at  the 
time  a  bid  or  offer  is  made.  This  means  that 
the  stock  or  bonds  so  purchased  are  delivera- 
ble to  the  buyer  between  10  and  2.15  o'clock 
the  next  day.  Since  the  Saturday-Half-Holi- 
day  law  went  into  force  in  New  York  State, 
obliging  the  Exchanges  to  close  up  at  midday, 
the  Stock  Exchange  decided  that  the  two  hours 
of  Saturday's  business  were  too  short  to  permit 
the  delivery  of  Fridays  sales,  and  hence  all  tte 
business  transacted  on  Friday  and  Saturday,  ex- 
cept when  for  "  cash,"  goes  over  till  Monday. 

Since  an  open  offer  to  buy  or  sell  means 
"regular  way,"  a  broker  to  "get  the  floor" 
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(which  is  a  right  of  precedence  over  his  fellow- 
brokers)  can  offer  his  stock  "  buyer  3,"  or  bid 
"  seller  3."  To  sell  stock  "  buyer  3  "  is  to  give 
the  buyer  the  privilege  of  taking  it  on  the  day 
of  purchase,  or  any  one  of  the  three  foUowiug 
days,  without  interest;  and  likewise  to  sell  it 
"  seller  3  "  gives  to  the  seller  the  privilege  of 
delivering  it  on  the  day  of  purchase,  or  any  one 
of  the  three  following  days,  without  interest. 
"  Buyer  3"  is  a  shade  lower  and  "seller  3"  a 
shade  higher  than  "regular  way"  when  the 
market  is  in  a  normal  condition.  If  there  ia  a 
great  scarcity  of  stock,  "  seller  3  "  is  lower,  be- 
cause the  seller  prefers  to  postpone  the  delivery, 
and  consequently  may  be  willing  to  sell  it  less 
than  "regular  way  "to  get  the  benefit  of  the 
postponed  delivery ;  and  so  "  buyer  3  "  may  be 
higher  when  stock  is  scarce,  because  the  buyer 
secures  the  right  to  procure  the  certificates  on 
the  day  of  purchase.  These  conditions  are, 
however,  exceptional.  When  certificates  are  very 
scarce  for  delivery,  and  it  is  difficult  to  rely 
upon  borrowing  them,  a  broker  operating  for  a 
fall  in  values  may  sell  "  seller  10  "  (days),  "  sel- 
ler 30,"  or  "  seller  60,"  which  is  the  limit  of 
time  contracts.  Stock  may  be  dehvered  at  the 
option  of  the  seller  on  them  at  any  time,  after 
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one  day's  notice  to  buyer  within  the  time 
they  run.  When  money  is  dear,  or  buyen 
are  not  in  funds  to  purchase  for  prompt  deliv- 
ery, they  occasionally  buy  "buyer  10''  (days}, 
"buyer  30,"  or  "buyer  60."  Such  contracts 
give  the  buyer  the  right  to  demand  the  stock  at 
any  time  within  the  period  fixed  in  the  contract^ 
upon  one  day's  notice.  All  time  contracts  for 
more  than  three  days  carry  interest  at  the  rate 
of  6  per  cent.,  to  be  paid  by  the  buyer. 

The  Stock  Exchange  of  New  York  excels 
others  in  the  accuracy  of  collecting  full  reports 
of  transactions  and  rapidity  in  transmitting 
them  to  the  public.  Yankee  ingenuity  devised 
an  instrument  called  the  "  ticker,"  which  auto* 
matically  prints  abbreviated  names  of  stocks^ 
with  their  prices,  on  a  narrow  ribbon  of  paper, 
and  the  speed  with  which  they  are  collected  and 
published  is  a  marvel.  The  quotations  are  ob- 
tained by  employes  of  the  Exchange,  usually 
boys  or  young  men,  who  stand  in  the  various 
groups  noting  all  transactions,  which  are  imme- 
diately reported  to  telegraph  offices  on  the  floor. 
They  are  disseminated  instantly  by  two  compa- 
nies,  the  Gold  and  Stock  Telegraph  Compa- 
ny, and  the  Commercial  Telegram  Company, 
which  together  let  about  one  thousand  instru- 
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meets  ia  New  York  City,  at  the  rate  of  ten  dollars 
per  month.  The  former  company  was  the  original 
one,  and  it  came  into  existence  in  1867,  but  the 
clumsy  instrument  of  that  day  has  been  super- 
seded by  various  improvements  until  now  per- 
fection has  been  attained.  This  company  is  an 
adjunct  of  the  Western  Union,  and  the  Com- 
mercial Telegram  Company  is  a  younger  rival. 
Both  pay  a  handsome  sum  annually  to  the  Ex- 
change for  the  privilege  of  distributing  the 
quotations.  The  Stock  Quotation  Company 
performs  the  same  service  with  equal  success 
for  the  Consolidated  Exchange  of  New  York. 
Not  only  is  the  "ticker"  service  better  here 
than  in  London,  but  the  American  plan  is 
far  supeiior  to  the  English  in  furnishing  first 
over  these  instruments,  and  later  in  the  printed 
stock  lists,  the  actual  munber  of  all  shares  and 
bonds  dealt  in,  with  their  prices,  A  stock 
ticker  in  London  gives  such  bidding  and  asking 
prices  as  may  be  obtained  by  the  representa- 
tives of  the  Exchange  Telegraph  Company  on  the 
floor,  but  since  the  custom  does  not  prevail  there 
to  make  open  bids  and  offers,  a  large  part  of  the 
quiet  business  between  brokere  and  dealers  es- 
capes the  observation  of  the  persons  engaged  in 
collecting  quotations.    American  dealers  hover 
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over,  and  intently  watch  the  "  ticker  '*  as  it  rap- 
idly unwinds  the  tangled  web  of  financial  fate. 
They  are  therefore  amazed  to  think  how  it  can  be 
possible  that  immense  speculations  are  carried 
on  in  Paris  without  a  "  ticker,"  though  such  is  the 
case.  Some  years  ago  an  attempt  was  made  to 
introduce  the  system  there,  but  the  electricians 
in  charge  were  inefficient,  and  the  service  was 
so  bad  that  it  was  finally  abandoned.  The  offi- 
ces of  the  Agents  de  Change  and  Coulissiera  are 
scattered  throughout  the  city,  and  messengers 
and  telephones  are  the  media  through  which 
fluctuations  are  made  known. 


CHAPTER  XI. 


NEW  TOEK— THE  COMMANDING  INFLUENCE  OF  TIIB 
STOCK  ESOHANQE. 

THE  flood-tide  of  apeculation  was  in  the 
years  1879-81,  when  business  was  much 
larger  than  at  any  time  since,  except  during  the 
"flurry"  in  December,  1886  when  over  a  million 
shares  changed  hands  in  one  day.  The  total 
number  of  shares  dealt  in  on  the  Stock  Ex- 
change in  1881  was  117,078,167,  against  85,- 
821,027  in  1887.  In  the  earlier  year  London 
was  nothing  like  so  large  a  factor  as  I'ecently, 
and  the  business  then  originated  almost  ex- 
clusively here. 

"  There  were  giants  in  those  days  " — W.  H. 
Vanderbilt,  Gould,  Keene,  Woerrislioffer,  D.  P. 
Morgan,  C  J.  Osborn,  Henry  N.  Smith,  D.  O. 
Mills,  "Joe"  Mills,  W.  R  Travers,  C.  P.  Hunt- 
ington, Addison  Cammack,  and  others. 

Gould  now  is  almost  entii'ely  out  of  general 
speculation,  and  devotes  himself  to  the  manage- 
ment of  tbe  group  of  properties  bearing  his 
generic  name ;  the  younger  VanderbUts  are  com- 


86  New  York. 

fortable  in  their  fortunes,  with  only  a  moderate 
speculative  disposition ;  D.  O.  Mills  is  largely 
out  of  the  speculative  "  swim  "  ;  D.  P.  Morgan, 
"Joe"  Mills,  Woemshoffer,  Osbom,  Travers, 
and  W.  H.  Vanderbilt  are  dead ;  Keene  and  H. 
N.  Smith  have  lost  their  money,  and  at  present 
there  is  a  hiatus  in  the  line  of  succession  of 
heavy  operators  and  manipulators. 

J.  Pierpont  Morgan,  of  Messrs.  Drexel,  Mor- 
gan, &>  Co.,  is  a  c;/eat  negotiator,  with  a  more 
powerful  copjmand  of  capital  than  any  other 
man  in  America.  He  makes  important  deals 
but  is  not  a  manipulator  who  distributes  large 
speculative  orders  to  swell  the  volume  of  busi- 
ness. The  so-called  "Ohio  crowd,"  composed 
of  such  men  as  General  Samuel  Thomas,  Calvin 
S.  Brice,  J.  G.  Moore,  Jay  O.  Moss,  J.  H.  Inman, 
and  their  Southern  following,  are  equipped  for 
speculative  leadership  if  they  care  to  exercise 
theii*  talents.  The  "  Rockefeller  crowd  "  with 
Standard  Oil  money  are  valuable  mainstays  to  the 
market  when  bargains  are  really  offering.  They 
are  among  the  most  solidly  and  conmaercially 
successful  men  who  ever  entered  Wall  Street. 
George  J.  Gould  and  "  Eddie  "  Gould,  as  he  is 
familiarly  called,  sons  of  Jay  Gould,  will  inherit 
capital  and  a  taste  for  speculation,  but  it  usually 
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happens  that  the  boldest  and  most  iufluential 
operators  are  those  who  have  risen  by  their  own 
individual  esertione.  The  "Chicago  crowd," 
with  PhUip  D.  Armour,  Norman  B.  Ream,  and 
N.  S.  Jones  aa  leaders,  divide  their  attention  be- 
tween breadstuffs  and  provisions  in  Chicago 
and  railway  stocks  in  New  York.  They  are  par- 
ticulai'ly  accustomed  to  speculation  in  what  are 
called  the  "  Granger  stocks,"  concerning  which 
they  have  excellent  means  of  information.  They 
are  dashing  operators,  and  often  attract  a  fol- 
lowing Ijy  radical  expressions  of  opinion.  They 
are  optimists  and  pessimists  by  turn,  and  reaUy 
ai-e  very  able  and  successful  operators.  B.  P. 
Hutchinson,  of  Chicago,  the  king  of  Western 
speculatoj's,  has  so  far  not  undertaken  any  bold 
operations  in  stocks.  Addison  Cammack  is  the 
"  Ursa  Major  "  of  the  stock-market.  He  is  not 
so  powerful  a  factor  as  when  his  boon-com- 
panion,  "Woenishoffer,  led  the  way  in  campaigns 
that  eclipsed  any  previous  "  bear  "  operations 
known  in  Wall  Street.  Mr.  Cammack  does  not 
attempt  to  propagate  his  views,  seeking  rather 
to  discover  the  moment  for  a  natural  reaction  in 
a  rising  market  for  the  purpose  of  attacking  it 
by  heavy  "short"  sales.  If  he  mistakes  the 
temper  of  speculation  he  is  not  apt  to  fight  it. 
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Since  it  is  easier  to  excite  hopeful  rather  than 
despondeDt  anticipations  of  the  course  of  prices, 
it  is  much  easier  for  a  "  bull "  than  a  "  bear " 
leader  to  inspire  public  support.  The  "bear" 
in  some  quarter  is  looked  upon  as  a  wrecker  of 
other  people's  properties,  which  may  sometimes 
be  partially  true  if  he  resort  to  wicked  false- 
hoods concerning  them.  But  merely  to  detect 
the  shadows  which  financial  events  cast  before 
and  operate  upon  this  judgment  is  not  essentially 
an  injustice  to  any  man.  The  "bull"  may 
exaggerate  the  facts  relating  to  a  property  in  a 
manner  equally  as  inimical  to  the  public  as  the 
"bear"  who  predicts  disaster.  Predictions  of 
trouble  to  come  may  avert  its  occuiTence  by 
timely  warning. 

There  are  a  number  of  men  in  Wall  Street, 
such  as  T.  W.  Pearsall,  S.  V.  White,  Russell  Sage, 
W.  E.  Connor,  A.  E.  Bateman,  Frank  Work, 
Brayton  Ives,  and  Henry  Villard,  who  are 
widely  known  in  connection  with  its  affairs. 
The  Stock  Exchange  has  a  score  of  room- 
traders  who,  in  the  absence  of  any  pronounced 
movement,  can  swing  the  pendulum  of  prices 
between  the  extremes  of  moderate  weakness  and 
moderate  strength;  but  the  great  movements 
ever  rest  on  intrinsic  conditions,  to  which  all 
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alike  must  bend,  and  wliicli  the  most  remarkably 
successful  men  are  the  fii'st  to  discern  and  press 
upon  public  attention.  Great  leaders  will  not 
resist  the  current,  but  go  with  it,  pulling  others 
along  by  force  of  theii"  intellect  and  courage, 
allied,  perhaps,  with  a  personal  magnetism 
which  attaches  men  to  their  cause.  The  mass 
of  securities  has  become  so  great  that  it  takes 
an  enormous  influence  or  capital  to  do  more 
thau  make  an  eddy  in  the  stream  of  speculation, 
but  young  men  with  ability,  ambition,  and  fresh 
blood  are  coming  to  the  front  and  in  time  will 
no  doubt  supply  the  places  left  vacant  by 
former  Titanic  operators. 

The  8tock  Exchange  to-day  is  the  fore- 
most exchange  in  the  United  States  in  point 
of  wealth,  ability,  and  extended  connections. 
All  the  gi'eat  banking  houses  and  railroad  stock 
operators  are  allied  to  it,  and  though  some 
of  its  members  are  merely  rich  men's  sons,  and 
others  are  rather  unprogressive,  it  is  composed 
of  men  of  the  highest  order  of  intelligence, 
sagacity,  and  integrity.  Its  members  embrace 
some  of  the  most  gifted  men  in  letters,  politics, 
and  society  in  this  country.  Wall  Street  men 
are  proverbially  generous,  quick-witted,  and 
liberal.     They  are  not  narrow-minded,  and  the 
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mental  vision  of  tbose  who  are  successful  ex- 
tends to  the  remotest  ends  of  the  earth.  They 
maintain  the  highest  standard  of  honor,  and 
^reenienta  made  between  themselves  in  tlie 
confusing  bedlam  of  excited  markets  are  as 
faithfully  observed  as  if  surrounded  by  all  the 
safeguards  of  written  contracts. 

There  are,  no  doubt,  in  Wall  Street,  as  else- 
where, many  men  whose  smartness  is  but  another 
name  for  rascality,  and  others  whose  saintliness 
cloaks  contemptible  hypocrisy,  but  when  in 
their  dealings  they  betray  these  vices  they  are 
branded  with  obloquy  and  driven  from  the 
street  by  the  pressure  of  outraged  opinion.  The 
race  for  wealth  is  a  fierce  one,  rivalry  is  intense, 
and  the  keenest  minds  in  the  country  compete 
for  the  prizes,  but  the  honest  intention  of  ful- 
filling all  contracts  is  the  sine  qua  nxm  of  tolera- 
tion in  the  financial  tournament. 

Though  the  trade  of  Wall  Street  is  in  money, 
it  is  very  rarely  seen  there,  as  checks,  bills  of 
exchange,  and  credits  perform  all  the  functions 
of  the  real  article.  It  is  only  in  times  of  dis- 
trust that  massive  vaults  fly  open  to  expose 
their  treasures  of  specie  and  currency :  otherwise 
money  in  Wall  Street  is  like  faith,  "  the  sub- 
stance of  things  hoped  for  and  the  evidence  of 
things  not  seen." 
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During  the  Civil  War  Wall-Street  men  were 
noted  for  their  patriotism,  and  when  Secretary 
Chase  was  in  sore  straits  for  funds  to  conduct 
the  war  at  a  very  critical  period,  bankers  and 
brokers  in  New  York  took  the  then  discredited 
bonds  of  the  government,  and  by  their  confi- 
dence set  an  example  to  capital,  at  home  and 
abroad,  that  enabled  the  Treasury  to  market 
bonds  which  hitherto  had  no  credit.  All 
honor,  then,  to  the  Associated  Banks  and  to  the 
Stock  Exchange  of  New  York  for  their  timely 
aid  and  assistance  during  the  darkest  days  of 
the  Rebellion ! 

Stock-Exchange  men  and  bankers,  as  the  rep- 
resentatives of  values  in  all  sections  of  the 
country,  must  necessarily  take  a  deep  interest  in 
the  prosperity  and  harmony  of  all.  Those  peo- 
ple who  suspect  the  motives  of  Wall  Street,  es- 
pecially when  financial  legislation  is  proposed, 
are  victims  of  a  silly  prejudice.  Finance  is  not 
a  fixed  science  in  all  its  aspects,  but  experience 
haa  taught  many  lessons  which  should  be 
heeded  to  avoid  unfortunate  results,  and  those 
who  study  the  phenomena  of  financial  laws 
and  customs  should  be  accorded  a  friendly 
hearing  by  law-makers.  The  silver  question,, 
for  instance,  haa  within  it  the  germs  of  se- 
rious mischief.      The  coinage  of,  say  seventy- 


92  New  York. 

five  cents'  wortli  of  silver  bullion  into  what  the 
fiat  of  law  pronounces  to  be  the  equivalent  of 
a  given  number  of  grains  of  gold  which  pass 
current  throughout  the  world  for  one  hundred 
cents,   is   an   arbitrary   exercise   of    legislative 
authority  which  is  liamiless  just  so  long  as  the 
equality  of  these   two  kinds  of  specie  is  not 
brought   to   a  test.      So  far  the  government, 
while  reserving  the  right  to  pay  its  obligations 
in  silver,  has  maintained  gold  redemption.     If 
any  thing  should  occur,  however,  to   cause  a 
drain  of  gold  from  this  country,  which  specu- 
lators   might    artificially    intensify,    and     the 
Treasury   should   voluntarily   or  compulsorily 
exercise  its  option  of  paying  in  silver,  and  if 
that  silver,  by  reason   of  a  scarcity  of  gold, 
were  not  exchangeable  for  it  in  the  open  money 
market  on  equal  terms  by  its  recipient,  who 
had  drawn  it  from  the  Treasury  for  export  pur- 
poses, the  country  would  at  that  moment  be 
precipitated  into  a  panic.     Gresham's  law  is  in- 
exorable, "a  poorer  drives   out  a  better  cur- 
rency."     On    such    topics   as   this  the  Stock 
Exchange  and  banking  interests  of  the  country 
should  be  listened  to  with  a  respect  due  to  their 
knowledge  and  experience. 

The  Stock  Exchange  of  New  York  up  to  the 
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present  time  has  been  essentially  an  American 
institution,  for  the  securities  dealt  in  are  almost 
wholly  domestic.  Compared  with  the  great  for- 
eign Eschanges  it  is  provincial,  but  this  naturally 
arises  from  the  unexampled  opportunities  in  this 
country  for  the  employment  of  capital.  When 
■we  have  opened  our  mines,  completely  grid- 
ironed  our  territory  with  railways,  brought  all 
our  farming  lands  under  cultivation,  and  fully 
equipped  our  manufacturing  induatnes,  Amer- 
ican capital  will  then  migrate  to  foreign  parts, 
and  our  Stock  Exchanges  will  become  a  ready 
market  for  the  shares,  stocks,  and  debentures  of 
i-emote  regions.  Money  is  becoming  redundant 
in  New  York,  and  frequently,  and  for  long 
periods,  our  interest  rate  is  lower  than  in 
European  centres,  while  the  credit  of  our  gov- 
ernment ia  so  high  that  the  net  interest  obtain- 
able on  United  States  bonds  is  now  lower 
than  on  British  Consols  or  French  rmt-es. 

It  will  not  be  too  much  of  a  stretch  of  the 
imagination  to  conceive  of  the  New  York  Stock 
Exchange  dealing  in  the  bonds  oE  foreign  gov- 
ernments before  many  years.  In  another  direc- 
tion its  scope  should  expand,  namely.  In  the 
shares  of  industrial  enterj^nses.  Hitherto  the 
shares  of  transporting  companies  have  occupied 
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the  field  to  the  practical  exclusion  of  tbose  of 
manufacturing  and  producing  companies.  Here 
is  a  wi(lefi(»l(l  for  future  growth.  The  American 
who  contemplates  his  countiy's  capacity  to  pro- 
duce can  hardly  fail  to  anticipate  that  its 
triumphs  in  material  greatness  will  eclipse  the 
highest  achievements  of  England,  which  is  now 
the  workshop,  the  banker,  and  the  Clearing 
House  for  the  world.  There  are  more  ploms 
in  the  American  than  in  the  proverbially  rich 
English  pudding. 


CHAPTER  Xn. 


TECHNTOAL   TEEMS   OF   STOCK   EXCHANGES. 


EVERY  vocation  has  its  characteristic 
words,  phrases,  and  slang  which  dic- 
tionaries do  not  clearly  define,  and  Wall  Street 
business  is  no  exception  to  the  rule. 

In  the  United  States  a  "  bull "  is  one  who 
expects  prices  to  go  higher,  and  a  "  bear  "  is  one 
who  expects  them  to  go  lower.  With  us  a. 
"  bull "  or  a  "  bear  "  may  be  so  only  in  opinion, 
whence  the  adjectives  "  bullish  "  and  "  bearish  " ; 
whereas  in  England,  when  it  is  said  that  a  per- 
son is  a  "  bull  of  "  a  certain  security,  it  implies 
that  he  owns  it,  or  is  "  long  of  "  it,  in  Wall-Street 
parlance.  So  when  he  is  operating  for  a  fall  in 
pnces,  he  is  said  to  be  a  "  bear  of  "  the  market, 
which  with  us  is  equivalent  to  the  phraee, 
"short  of"  it.  To  buy  one  stock  and  sell 
another  with  the  expectation  that  the  one 
bought  will  advance  and  the  one  sold  will  de- 
cline, is  a  "  hedge."  The  broker's  charge  for  his 
I  called  a  "  commission,"  which  in  the 
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New  York  Stock  Exchange  is  one  eighth  of  one 
per  cent,  each  way  on  the  par  value  of  the  se- 
curity purchased  or  sold.  A  bid  or  an  offer  of 
securities  in  the  New  York  Stock  Exchange, 
when  the  amount  wanted  is  not  stated  to  the 
contrary,  means  one  hundred  shares  of  stock,  or 
ten  bonds  of  $1,000  each  par  value. 

A  "  point "  means  one  dollar  on  one  hundred, 
or  one  per  cent,  on  the  par  value  of  a  stock  or 
bond.  This  word  sometimes  also  means  a  hint 
or  a  word  of  advice  to  buy  or  to  sell  a  certain 
security,  otherwise  expressed  by  the  word  "  tip." 

"Stock  privileges,"  as  they  are  termed,  are 
extensively  dealt  in  abroad,  and,  previous  to 
the  Wall-Street  panic  of  1884,  a  great  many 
of  them  were  issued  here.  They  proved  to 
be  an  expensive  luxury  to  their  makers  at 
that  time,  and  were,  moreover,  discredited  by 
the  failure  of  one  of  the  largest  issuers  of 
them.  They  are  now  far  less  popular  and 
common,  but  something  will  always  be  done 
in  them.  They  are  commonly  known  as  "  puts 
and  calls."  A  "put"  is  an  agi'eement  in 
the  form  of  a  written  or  a  printed  contract 
filled  out  to  suit  the  case,  whereby  the 
signer  of  it  agrees  to  accept  upon  one  day's 
notice,  except  on  the  day  of  expiration,  a  certain 
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number  of  shares  of  a  given  stock  at  a  stipu- 
lated price.  A  "call"  is  the  reverse  of  the 
"  put,"  giving  its  owner  the  right  to  demand  the 
stock  under  the  same  conditions.  A  "  spread  " 
is  a  combination  of  the  two.  A  "  straddle  "  is 
when  the  holder  has  the  privilege  of  either 
"  putting  "  or  "  calling  "  the  stock,  at  the  same 
price.  This  kind  of  business  may  be  used  as  a 
means  of  Bpeculation  by  persons  of  slender 
means  who  are  willing  to  pay  a  few  hundred 
dollars  to  some  operator  for  the  privilege  of  de- 
livering a  certain  number  of  shares  of  stock  at  a 
price  below  the  current  market,  or  for  the  privi- 
lege of  demanding  the  stock  within  a  certain 
period  at  a  price  above  that  prevailing  at  the 
time.  A  "  put "  may  also  serve  as  an  insurance 
to  an  investor  against  a  radical  decline  in  the 
value  of  stocks  he  owns,  or  a  "  call "  may  be 
purchased  by  a  man  of  means  whose  property 
is  not  immediately  available,  but  who  may  de- 
sire to  be  placed  in  a  position  to  procure  the 
shares  at  the  "  call "  price,  if  they  are  not  below 
that  in  the  open  market  when  he  comes  into  funds. 
If,  at  the  expiration  of  the  time  fixed  in  these 
privileges,  there  is  no  profit  apparent  to  the 
purchaser  of  them,  he  simply  allows  them  to 
lapse.  The  ma/rche  d^prvme,  or  market  in  "  puts  " 
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and  *^  calls,"  is  larger  in  Paris  than  elsewhere,  and 
at  the  settlement  period  a  time  is  set  aside  for 
holders  to  elect  whether  they  will  exercise  the 
options  which  they  have  purchased.  In  fact, 
the  proceedings  of  the  Agents  de  Change  are 
arrested  for  five  minutes  at  that  period  for  the 
reponse  des  primes. 

A  "  margin  "  is  the  money  placed  by  a  client, 
the  principal,  in  the  hands  of  the  broker,  his 
agent,  as  a  guaranty  against  loss  to  the  broker. 
This  is  necessary,  for  a  broker  who  goes  into 
any  of  the  Exchanges  does  not  "  give  up  "  his 
principal's  name,  unless  that  principal  happens 
to  be  a  member  of  the  same  Exchange,  and 
wishes  it  done.  It  therefore  follows  that 
neither  of  two  brokers  making  a  trade  can  be 
relieved  from  the  fulfilment  of  the  contract  be- 
cause his  client  failed  to  protect  him.  Thus, 
while  commission  brokers  are  really  agents  for 
others,  in  the  Exchange  they  stand  in  the 
mutual  relationship  of  principals  to  each  other. 
The  margin  not  only  is  necessary  as  a  protection 
to  them  that  their  principals  will  not  saddle 
losses  upon  them  by  being  unable  or  indisposed 
to  make  good  any  differences  incurred  by 
the  brokers  on  their  account,  but  it  is  also 
necessary  to  assist    the   brokers   in    carrying 
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stocks  purchased.  A  margin  is  merely  a  partial 
payment,  but  a  broker  buying  stock  for  a  client 
on  margin  is  compelled  to  wholly  pay  for  the 
stock.  If  he  lack  funds  to  pay  for  this  stock 
out  of  his  own  pocket  he  can  borrow  money 
from  banks  or  money-lenders,  pledging  the  stock 
as  collateral  security.  Usually,  however,  he 
cannot  obtain  over  80  per  cent,  of  its  value 
from  the  money-lenders,  so  that  if  he  has  only  a 
10-per-cent.  margin  from  his  client,  he  must 
furnish  the  other  10  per  cent,  out  of  his  own 
means.  In  Wall  Street,  brokers,  as  a  rule,  exact 
margins,  which  the  English  call  "  cover,"  at  the 
time  an  order  is  received  or  executed  ;  whereas, 
in  London,  this  custom  is  less  observed,  and  the 
element  of  credit  enters  more  largely  into  their 
mode  of  conducting  the  business.  Where  the 
credit  of  the  client  in  London  is  established,  his 
broker  does  not,  ordinarily,  call  on  him  for  any 
cash  until  the  arrival  of  the  next  "  settlement 
day." 

A  "  bear  "  who  sells  a  stock  "  short "  must  de- 
liver it  to  the  buyer.  In  order  that  he  may  do 
so  he  must  borrow  the  certificates  from  some 
holder,  giving  to  the  holder  in  exchange  for  the 
certificates  their  money  value  as  indicated  by  the 
current  quotations,  to  be  returned  upon  the  re- 
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delivery  of  the  certificates.  The  object  of  the 
holder  loaning  his  stock  to  the  borrower  is  either 
to  save  some  interest,  or  save  putting  up  large 
mar^ns  on  the  stock  with  a  money-lender. 
"  Bears  "  rely  on  their  ability  always  to  procure 
certificates  for  delivery  against  their  "  short " 
sales,  but  it  sometimes  happens  that  so  many 
actual  owners  demand  their  certificates  simul- 
taneously that  the  "  bears  "  are  only  able  to 
obtain  the  continued  use  of  the  certificates  by 
paying  a  considerable  bonus  to  the  real  owner. 
This  is  a  "  squeeze." 

There  have  been  in  Wall  Street  several  noted 
instances  where  a  person  or  a  clique  purchased 
and  contracted  to  receive  more  shares  in  a  given 
company  than  were  outstanding.  When  this 
concentrated  interest  suddenly  called  on  the 
"  shorts  "  to  return  the  borrowed  certificates,  the 
peril  of  their  position  was  disclosed,  and  they 
found  themselves  at  the  mercy  of  the  rightful 
owners  of  the  stock,  who  were  able,  arbitraiily, 
to  fix  a  price  at  which  the  "shorts"  might  buy 
certificates  necessary  to  make  their  deliveries. 
This  is  a  "  comer,"  Happily  it  is  of  rare  oc- 
currence, and  experience  has  demonstrated  that 
it  usually  results  to  the  ultimate  disadvantage 
of  those  who  engineered  it.    The  reason  for  this 
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is  that  any  stock  which  invites  a  large  "  short " 
interest  is  generally  not  of  the  most  valuable 
character,  and  the  fact  that  it  has  just  been  "  cor- 
nered," and  is  all  owned  by  a  set  of  speculators, 
causes  dealers  to  avoid  it.  Thus  the  origina- 
tors of  the  "  comer  "  have  left  upon  their  hands 
a  lot  of  non-marketable  stock. 

A  "  syndicate  "  is  a  party  of  capitalists  who 
unite  their  means  to  accomplish  some  financial 
object,  such  as  the  purchase  of  a  property,  a 
public  loan,  an  issue  of  bonds  or  stocks,  the 
reorganization  of  a  company,  consolidation  of 
interests,  etc. 

A  "  pool,"  in  the  vocabulary  of  the  Exchange, 
is  similar  to  a  syndicate,  in  so  far  as  it  means 
placing  the  funds  of  individuals  in  a  common 
undertaking  for  a  conmion  purpose,  but  it  flavors 
more  of  the  speculative  idea.  A  "  pool "  is 
usually  an  agreement  among  a  coterie  of  opera- 
tors to  buy  or  sell  a  certain  security  and  manip- 
ulate it.  It  may  be  either  a  bull  or  bear  pool. 
A  "  bob-tailed  pool "  is  a  small  one,  by  which  a 
few  operators,  acting  in  concert,  but  with  little 
cash,  try  to  make  a  turn  in  the  market.  A 
"  blind  pool "  is  one  in  which  the  capital  con- 
tributed is  put  in  by  different  persons,  to  be 
managed  by  one  who  buys  and  sells  at  his  own 
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pleasure,  without  consultation  with  or  giving 
information  to  his  associates  in  interest. 

A  "  boom,"  and  a  "  panic  "  are  the  Scylla  and 
Charybdia  of  speculation.  The  former  is  an 
expansion  of  credit  and  an  inflation  of  value  to 
an  inordinate  degree.  Visionary  schemes  are 
floated  during  such  periods  of  fictitioua  pros- 
perity. This  high  tension  of  speculation  is  of- 
ten followed  by  a  "panic"  in  stocks,  which  is 
an  unreasonable  fright  among  speculators  and 
investors,  leading  to  precipitate  sales  and  a 
general  collapse  of  credit  and  values.  It  is 
usually  followed  by  a  period  of  dulness  and 


A  "flurry"  is  a  diminutive  panic  or  a  specu- 
lative gust  that  upsets  prices  for  the  moment,  in 
some  isolated  market,  or  a  single  species  of 
property,  but  does  not  extend  to  general  values. 
Being  sporadic  it  soon  passes  away  without 
widespread  damage. 

"  Kite-flying  "  is  to  do  business  on  an  unsafe 
principle  and  without  adequate  capital,  while 
"  ballooning  "  is  to  inflate  prices  to  the  propor- 
tions of  a  bubble  or  a  point  of  insecurity. 

A  "flyer"  is  a  small  speculative  venture 
made,  often  as  much  for  amusement  as  for 
profit,  by  a  person  not  accustomed  to  speculate 
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much,  who  wishes  to  make  a  quick  turn  in  the 
market. 

A  *'  lamb "  is  a  peraon  without  financial  in- 
formation or  knowledge  of  the  ways  of  the 
Street,  and  therefore  a  ready  victim  of  news- 
paper points  and  hearsay  gossip  about  the 
market.  He  is,  in  the  characteristic  speech  of  a 
mining  camp,  what  would  be  called  a  "  tender- 
foot." 

A  "  new  Tennessee  "  is  the  name  applied  to 
a  new  member,  who  is  usually  hazed  by  his 
fellow-members  when  he  first  ventures  in  the 
Board  Room.  Occasionally  a  stranger  eludes 
the  door-keeper  and  finds  his  way  on  the  floor, 
from  which  he  is  usually  hustled  out  in  a  very 
unceremonious,  though  good-natured,  manner. 

A  "room  trader"  is  a  member  of  the  Ex- 
change who  trades  on  his  own  account,  either 
on  a  large  or  small  scale.  He  is  not  an  in- 
vestor, but  a  speculator,  who  may  operate  for  a 
fractional  profit  or  loss,  or  may  let  his  profits  or 
losses  run  for  several  points.  He  necessarily 
possesses  the  faculty  of  getting  in  and  out  of 
the  market  suddenly,  and  of  changing  his  views 
with  great  celerity.  To  succeed  he  must  be 
gifted  with  the  ability  to  catch  the  momentaiy 
drift  of  sentiment  and  values. 
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A  "scalper"  ia  a  species  of  "room  trader," 
who  will  either  sell  at  the  offering  price  or  buy 
at  the  bidding  price,  with  the  intention  of  un- 
doing the  transaction  or  closing  out  at  a  very 
small  loss  or  profit.  He  is  not  supposed  to  have 
any  opinions  as  to  what  the  future  course  of 
prices  will  be,  and  rarely  ever  goes  home  at 
night  with  any  interest  in  the  market. 

The  rules  of  the  Exchanges  of  New  York 
forbid  trading  after  the  Exchanges  close,  but  in 
times  of  great  financial  excitement  business  over- 
flows into  the  streets  and  hotel  lobbies  and  is 
called  trading  "  on  the  curb."  In  the  Stock  Ex- 
change of  London  many  brokers  in  American 
shares  congregate  in  an  open  area  to  deal  in 
"  Americans  "  after  the  official  close,  often  until 
as  late  as  7  or  8  o'clock  in  the  evening,  or  as 
long  as  prices  come  in  from  New  York.  Those 
who  are  not  members  of  any  regular  Exchange 
and  make  a  business  of  selling  "puts"  and 
"  calls,"  or  unlisted  securities,  on  the  street,  are 
called  "  curbstone  brokers." 

When  a  security  is  dealt  in  on  two  or  more 
Exchanges,  a  class  of  brokers  devote  themselves 
to  a  business  called  "  arbitrage,"  which  is  buy- 
ing in  one  market  and  selling  in  another  when 
variations  permit  it  to  be  done  with  a  chance  of 
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profit.  This  levels  prices  and  establishes  a  parity 
of  values  between  distant  mai'kets.  These  per- 
sons are  called  "  arbitrageurs,"  a  word  invented 
for  brokers'  use  by  adding  a  German  termina- 
tion to  the  French  word  arbitrage. 

A  "wash"  sale  is  a  fictitious  transaction 
made  by  two  members  of  an  Exchange,  acting 
in  collusion,  for  the  purpose  of  swelling  the  vol- 
ume of  apparent  business  in  a  security,  or  by 
"  washing  "  it  up  or  down  in  the  absence  of  any 
outside  orders,  to  give  a  false  impression  of  its 
strength  or  weakness.  Members  engaged  in  this 
reprehensible  practice  are  subject  to  suspension. 
When  a  manipulator  wishes  to  attract  atten- 
tion to  a  certain  stock  he  often  resorts  to  what 
are  known  as  "Cross  orders."  This  means  a 
distribution  of  both  buying  and  selling  orders, 
in  such  a  way  that  prices  shall  be  either  worked 
up  or  down  without  the  manipulator  losing  or 
accumulating  much  of  the  security  in  question. 
It  is  a  legitimate  and  bolder  way  of  accomplish- 
ing what  is  undertaken  by  brokers  who  make 
"  wash  "  sales. 

Stocks  sell  "  dividend  on  "  between  the  time 
the  dividend  is  declared  and  the  day  the  books 
of  the  company  close  for  transfer;  after  that 
they  sell  "  ex-dividend,"  which  means  that  the 
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dividend  does  not  go  to  the  buyer.  When  a 
company's  directors  meet  at  the  time  a  dividend 
is  declarable,  and  they  decide  not  to  declare  it, 
the  company  is  said  to  "  pass  the  dividend." 

A  "stop  order"  is  an  order  given  to  buy  or 
sell  at  the  best  price  possible  after  a  security 
reaches  a  certain  price,  either  up  or  down  as  the 
case  may  be.  It  is  usually  given  to  stop  a  loss, 
whence  its  name ;  but  it  sometimes  is  used  for 
the  purpose  of  following  up  one's  position  in 
the  market  on  a  plan  of  averaging.  An  "  open 
order  "  is  good  till  countermanded,  but  in  com- 
mon usage  is  written  "  G.  T.  C,"  which  is  as 
well  understood  as  the  abbreviations  "  C.  O.  D." 


CHAPTER  XIII. 

NEW      YORK — ^TIIE      CONSOLIDATED      STOCK      AND 

PETROLEUM   EXCHANGE ITS   ORIGIN   AND 

GROWTH. 

SAN  FRANCISCO  twelve  to  fifteen  years 
ago  was  the  scene  of  a  remarkable  mining 
speculation,  which  centred  in  the  Stock  Ex- 
change of  that  city.  Memberships  in  that  in- 
stitution at  one  time  commanded  about  $40,000, 
and  the  public  at  large  were  crazed  with  the 
mania  to  buy  mining  shares.  The  extraordinary 
deposit  of  gold  and  silver  in  the  Comstock  lode, 
under  Virginia  City,  Nevada,  opened  the  eyes 
and  stimulated  the  avarice  of  people  who,  as  we 
have  seen,  are  all  alike  in  the  passion  for  acquir- 
ing sudden  wealth.  The  echo  of  this  Western 
excitement  was  heard  in  the  East,  and  the  New 
York  Mining  Stock  Exchange,  with  an  initial 
membership  of  twenty-five  men,  was  established 
in  1875.  Upon  the  discovery  of  the  treasures 
of  Leadville  and  other  Colorado  districts,  an- 
other Exchange,  called  the  American  Mining 
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Stock  Exchange,  was  organized  in  1 880 
by  Californians,  who  found  the  interest  of 
the  public,  in  San  Francisco,  waning  with  the 
decadence  of  the  Comstock.  The  New  York 
Mining  Stock  Exchange  grew  in  numbers  and 
influence,  being  largely  composed  of  members  of 
the  New  York  Stock  Exchange,  and  the  rivalry 
between  it  and  the  American  Exchange  was 
finally  ended  in  1880  by  the  dissolution  of  the 
latter,  and  the  transfer  of  its  principal  remain- 
ing members  into  the  New  York  Mining  Stock 
Exchange. 

Mining  speculation  in  New  York  for  a  few 
years  was  active,  and  a  very  large  proportion  of 
business  men  were  in  some  way  interested  in 
mining  properties,  but  in  the  majority  of  in- 
stances the  results  were  unsatisfactory,  if  not 
disastrous.  The  rapid  decline  in  the  popularity 
of  mining  stocks  rendered  it  necessary  for  this 
Exchange  to  discover  some  new  branch  of  busi- 
ness to  occupy  the  energy  and  capital  of  its 
membere.  This  was  found  in  petroleum,  which 
commodity  possessed  a  great  many  elements  to 
commend  it  to  the  favor  of  a  speculative  con- 
stituency. The  old  Petroleum  Exchange,  organ- 
ized in  1877,  in  very  humble  quarters,  increased 
its  membership  to  six   hundred,  moving  into 
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more  imposing  rooms;  a  new  Petroleum  Ex- 
cbangey  partly  a  secession  fmni  the  old,  was 
created  with  a  membei>jhip  of  five  hundred, 
imder  the  name  of  the  National  Petroleum  Ex- 
change; and  about  simultaneously  with  this, 
dealings  in  petroleum  were  inaugurated  on  the 
Mining  Exchange,  which  then  had  four  hun- 
dred and  seventy  membei*s.  Here  we  have  by 
the  year  1882  three  Exchanges,  relying  chiefly 
for  the  employment  of  their  members  on  pe- 
troleum speculation,  which  was  manifestly  an 
abnormal  and  transitory  condition.  Finally  the 
National  Exchange  was  consolidated  with  the 
Mining  Exchange  in  June,  1883  ;  in  November 
one  hundred  picked  men  from  an  "  Open  Board  " 
of  brokers  were  attached,  and  in  1885  the  joint 
organization  absorbed  the  Petroleum  Exchange. 

The  fusion  of  these  various  interests,  with 
some  additional  issues  of  memberships,  into  one 
institution,  then  and  since  known  as  the  Consoli- 
dated Stock  and  Petroleum  Exchange,  was  like 
the  union  of  disjointed  railway  lines  into  a 
single  and  compact  system. 

Prior  to  the  final  consolidation,  the  New 
York  Petroleum  Exchange  and  Stock  Board  and 
the  New  York  Mining  Stock  and  National  Petro- 
leum Exchange,  as  they  were  then  called,  had 


I  lo  New  York. 

each  undertaken  to  deal  in  the  same  railway 
stocks  which  were  bought  and  sold  on  the  New 
York  Stock  Exchange.  This  decision  natu- 
rally led  to  action  by  the  Stock  Exchange  pro- 
hibiting its  members  from  remaining  in  and 
aiding  and  abetting  either  of  these  aspirants. 
When  the  consolidation  was  perfected,  and  the 
membership  of  2,403,  its  present  number,  got 
into  working  order,  a  gradual  growth  in  the 
volume  of  its  transactions  in  railway  shares 
began,  which  has  continued  to  the  present 
time. 

Not  satisfied  with  its  inadequate  quarters  in 
Nos.  60  and  62  Broadway,  the  Exchange  re- 
solved to  erect  a  new  and  commodious  structure, 
having  funds  in  its  treasury  ample  to  pay  for  it 
outright.  Its  present  splendid  building  was 
begun  in  May,  1887,  and  completed  in  May, 
1888.  It  covers  58,  60,  and  62  Broadway,  facing 
on  Broadway,  New  Street,  and  Exchange  Place. 
The  Board  Room  is  132  feet  in  length  and  90 
feet  in  breadth  in  the  longest  and  widest  parts: 
The  floor  area  is  about  11,000  square  feet,  and 
better  lighted  and  aired  than  the  Stock  Ex- 
change. 

While  out  of  its  own  building,  in  a  half -base- 
ment, dingy  and  cramped,  it  passed  its  critical 
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stage,  when  its  surroundings  lent  neither  credit 
nor  dignity  to  its  reputation.  During  all 
this  time  it  was  sustained  ])y  an  ei^prit  du 
corps  that  has  welded  it  togethtT  in  the  bonds 
of  common  interest.  It  stands  with  reference 
to  the  New  York  Stock  Excliange  somewhat  in 
the  same  relations  that  the  Coulisse  does  to  the 
JParqybet  in  the  Paris  Bourse.  Both  maintain 
parallel  markets,  with  high-j^riced  memberships 
in  one  against  low-j^riced  or  no-j)riced  seats  in 
the  other.  Commissions  in  the  Coulisse  of 
Paris  and  in  the  Consolidated  in  New  York 
are  likewise  customarily  only  half  those  in  the 
older  institutions. 

Young  men  with  limited  capital,  but  with 
active  habits,  are  common  both  to  the  Coulisse 
and  the  Consolidated.  Both  are  more  given  to 
speculative  shares  than  to  investment  securities, 
and  both  trade  "  for  the  account,"  with  Clearing- 
House  arrangements  and  deliveries  of  only  the 
balance  of  stocks  after  the  period  of  counter- 
transactions,  which  covers  one  week  in  New 
York  and  two  weeks  in  Paris.  As  compared 
with  transactions  in  other  kinds  of  business,  a 
delivery  of  securities  on  the  day  following  their 
purchase,  is  needlessly  hurried.  The  Consoli- 
dated Exchange  compromised  between  the  plan 
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of  daily  deKveries  on  the  other  American  Ex- 
changes and  the  fortnightly  deliveries  in  the 
European  markets.  The  Consolidated  Exchange 
has  a  limited  and  inct^mplete  bond  market ;  its 
boaineas  chiefly  runs  into  speculative  railway 
shares,  petroleam,  and  mining  stocks.  Its  suc- 
cess in  establishing  an  ample  market  in  railway 
aharea  may  be  measured  by  the  fact  that  the 
volume  of  its  transactions  in  some  active  stocks 
equals  and  occasionally  exceeds  those  of  the 
Stock  Exchange,  and  its  ^gregate  sales  of  the 
entire  list  are  from  fifty  to  sixty  per  cent,  as 
lai^e.  The  basiness  in  stocks  on  the  Consoli- 
dated Exchange  is  from  two  to  three  times  the 
proportions  of  the  combined  transactions  of  the 
Boston,  Philadelphia,  and  Baltimore  Stock  Ex- 
changes. 

It  is  true  that  it  is  not  so  independent  and 
original  a  market  as  the  Stock  Exchange  of 
New  York,  and  also  that  it  ia  influenced  by 
the  operations  of  the  latter,  which  really  fix 
the  value  of  railroad  property  in  the  United 
States. 

The  characteristics  of  the  Consolidated  which 
have  aided  its  growth  are  free  trade  in  commis- 
aions,  trading  "for  the  account,"  a  Clearing 
Houee,  open  relations  with  the  public,  who  can 
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get  nearer  to  their  brokers  than  in  any  other 
Exchange,  and  admirable  management. 

The  Consolidated  Exchange  confers  large 
authority  upon  its  President,  who  receives  a 
salary.  Mr.  Wilson,  who  has  occupied  this  post 
for  several  years,  has  contributed  largely  to  the 
success  of  the  institution  by  prudent,  diplomatic, 
and  energetic  action.  A  Governing  Committee 
of  forty-two  corresponds  to  such  bodies  in  all 
other  Exchanges. 

The  Consolidated  Exchange  has  a  large 
Gratuity  Fund,  and  it  pays  eight  thousand 
dollars  upon  the  death  of  each  member,  the 
money  being  obtained  by  a  per  capita  assess- 
ment of  tt»  dollars. 


CHAPTEK  XIV. 

UTEW   YORK METHODS  OF  BUSINESS   ON  THE   CON- 
SOLIDATED   EXCHANGE. 

THE  London  and  Paris  stock  Clearing-Honse 
system,  as  we  have  seen,  is  a  distinct 
economy  of  capital  and  labor,  but  it  has,  in  the 
eyes  of  American  brokers,  a  fatal  defect,  pointed 
out  in  Chapter  VII.,  viz.,  the  inability  to  pair 
off  and  close  outstanding  contracts  and  call  for 
margins  to  protect  them  prior  to  the  day  of 
monthly  or  fortnightly  settlement. 

The  Consolidated  Exchange  of  New  York 
boasts,  with  reason,  of  employing  a  superior 
system.  Under  the  Consolidated  plan,  transac- 
tions made  through  the  week  must  be  closed  on 
the  Monday  following,  when  a  delivery  is  made 
to  a  broker  of  all  stocks  bought  by  him  during 
the  preceding  week  over  and  above  all  his  sales 
of  the  same  stock.  While,  in  London,  all  his 
transactions  would  remain  open  for  the  entire 
"  account "  period,  in  the  Consolidated  Exchange, 
in  New  York,  only  such  go  over  to  the  Monday 
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settlement  as  have  not  been  eliminated  by 
counter  transactions.  The  latter  are  paired  off 
each  day  upon  payment  or  receipt  of  the  differ- 
ence through  the  Clearing  House  on  the  follow- 
ing day.  To  illustrate :  suppose  a  broker,  on  a 
Wednesday,  should  buy  five  hundred  shares  of 
Lake  Shore  at  104  and  sell  five  hundred  at  105, 
thus  making  five  hundred  dollars,  he  would  put 
in  the  Clearing  House  that  evening  a  sheet 
giving  in  detail  the  number  of  shares,  prices, 
amount  carried  out,  and  names  of  brokers  to 
whom  he  had  sold  and  from  whom  he  had 
bought,  bringing  down  on  this  sheet  figures 
showing  shares  even  and  dollars,  five  hundred, 
to  his  credit.  This  sheet,  combined  with  all 
the  other  sheets  in  the  hands  of  the  Clearing- 
House  clerks,  enables  them  to  bring  together 
the  ultimate  buyers  and  sellers  of  that  stock 
on  that  day,  and  out  of  some  of  them  to  receive 
the  five  hundred  dollars  made  by  this  specu- 
lation. The  Fourth  National  Bank  of  New 
York,  which  is  the  custodian  of  the  money 
during  the  morning  of  clearance,  will  then  pay 
to  the  broker  five  hundred  dollars,  which  the 
Clearing  House  will  certify  is  due  him  upon  a 
balancing  of  that  day's  business. 

Here  we  see  the  economy  of  avoiding  the  re- 
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ceipt  of  the  five  hundred  shares  which,  per- 
chance, he  bought  from  five  different  brokers, 
involving,  as  it  would,  five  checks  of  $10,400 
each  on  his  bank,  and  the  delivery  of  the  same 
shares  to  the  five  buyers,  which  would  require 
five  checks  of  $10,500  each  from  them.  The 
Clearing  House  eliminates  all  this  expense, 
trouble,  and  risk,  and  saves  the  bank  from 
over-certification,  and  the  expense  of  entering  in 
their  books  the  deposits  and  numerous  checks. 

If  the  broker  had  bought  one  hundred  ad- 
ditional shares  Lake  Shore  at  104,  of  which  he 
remained  "  long,"  intending  to  take  up  the  cer- 
tificate the  next  Monday,  he  would  have  put  in 
his  sheet  showing  the  above,  and  also  that  one 
hundred  shares  of  Lake  Shore  were  due  to  him 
at  the  common  settling  price  fixed  by  the  Clear- 
ing House  for  that  stock  on  that  day.  If  this 
price  happened  to  be  104,  he  would  receive  from 
the  Clearing  House  on  the  following  morning  an 
order  on  the  Fourth  National  Bank  for  five 
hundred  dollars,  his  profit  on  the  purchase  and 
sale  first  above  referred  to.  He  would  not  get 
the  stock,  of  course,  until  the  following  Mon- 
day, but  meantime  some  one  would  necessarily 
be  apparently  short  of  the  one  hundred  shares, 
and  the  Clearing  House  would  furnish  him  the 
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name  of  some  such  person,  unless  he  had  him- 
self found  some  one  on  the  other  side  of  the 
market  to  whom  he  had  loaned  it. 

Provision  is  made  that  eitlier  has  the  privi- 
lege of  calling  up  ten  per  cent,  margin,  with 
thirty  minutes'  grace  to  procure  it,  and  with  the 
penalty,  in  the  default  of  the  deposit  of  the  I'e- 
quired  funds  with  the  chainnan  of  the  Exchange 
or  some  trust  company,  of  the  defaulter  being 
closed  out  "  under  the  rule."  This  is  the  buy- 
ing in  of  short  stock  or  selling  out  of  long  stock 
by  the  chairman,  who  assembles  the  members 
present,  selling  at  the  highest  bid  or  buying  at 
the  lowest  offer,  the  number  of  shares  in  ques- 
tion. The  person  who  supplies  the  chairman 
with  the  stock  or  takes  it  from  him  puts  himself 
in  place  of  the  defaulter,  at  the  difference  in 
price.  The  defaulter  is  allowed  twenty-four 
hours  to  meet  his  obligations,  and  failure  to 
settle  within  that  time  involves  his  suspension. 
If  he  settles  his  debt  later  he  must  apply  for  re- 
election upon  presenting  proof  of  the  discharge 
of  his  debt.  If  he  f aU  to  pay  within  a  year  his 
membership  is  sold,  and  its  proceeds  are  applied 
pro  rata  among  his  creditors  on  the  Exchange. 
The  law  cannot  compel  a  division  of  the  pro- 
ceeds of  his  membership  among  outside  creditors. 
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until  his  debts  within  the  Exchange  are  all 
satisfied. 

This  latter  process  of  caUiag  for  mai^ns  and 
closing  out  defaulters  is  identical  with  the  rule 
on  the  New  York  Stock  Exchange. 

A  year  ago  or  more  the  New  York  Stock 
Exchange  introduced  a  Clearing  House  and  a 
system  of  trading  "  for  the  account,"  but  as  it 
was  not  compulsory,  and  as  it  was  impracticable 
to  conduct  cash  and  time  trading  on  terms  of 
equality,  and  as  it  did  not  receive  generous  sup- 
port, it  was  shortly  abandoned.  Whether  it 
adopts  the  time-contract  principle,  which,  with 
the  limitation  of  only  a  week's  duration,  per- 
mits traders  to  "turn  around"  in  the  market 
without  tying  up  stocks  too  long,  it  is  not 
hazarding  much  to  say  that  the  Stock  Ex- 
change is  very  sure  finally  to  use  the  machinery 
of  a  Clearing  House  for  daily  settlements  in  ac- 
tive stocks.  The  one  argument  urged  against  it 
is  that  the  operations  of  large  houses  might  be 
disclosed  to  the  Clearing  House,  but  this  is  not 
tenable.  What  is  openly  done  by  their  repre- 
sentatives on  "the  floor"  is  observed,  and  it 
would  not  betray  the  origin  of  such  orders 
any  more  if  their  representatives  cleared  the 
stocks  through  a  Clearing  House,  than  if  set- 
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tied  by  them  as  at  present  by  private  manual 
delivery. 

"  The  proof  of  the  pudding  is  in  the  eating," 
and  the  London,  Paris,  and  all  the  Continental 
Exchanges  use  the  Clearing-House  machinery 
and  trading  "  for  the  account."  One  step  in  the 
direction  indicated  is  the  agreement  entered 
into  among  about  forty  prominent  houses  of 
the  New  York  Stock  Exchange  to  clear  all 
their  transactions  with  each  other  through  the 
Manhattan  Trust  Company.  This  principle  is 
bound  to  prevaiL 


CHAPTEE  XV. 

THE   SO-CALLED    BUCKET-SHOPS. 

THE  Stock  and  all  other  Exchanges  of  this 
country  have  a  parasite  in  the  so-called 
"bucket-shop"  which  covers  the  land  with  a 
speculative  mildew.  It  has  discredited  the 
legitimate  business  of  regularly  constituted  Ex- 
changes in  the  eyes  of  people,  especially  in  the 
smaller  communities,  who  form  their  ideas  of 
real  market-places  from  the  character  of  these 
gambling  houses.  No  doubt  many  an  innocent 
critic  inveighs  against  Exchanges  and  their 
members,  because  he  imagines  the  "bucket-shop" 
is  a  section  of  the  Exchange,  and  a  miniature 
brokerage  office.  This  parasite  is  indigenous 
to  the  United  States,  and  happily  its  ravages 
abroad  are  relatively  light. 

A  broker,  it  matters  not  whether  in  stocks, 
grain,  cotton,  real  estate,  insurance,  or  shipping, 
is  an  agent.  His  interest  and  that  of  his 
principal  are  identical.  In  a  Stock  Exchange, 
for    example,    he    meets    other    brokers,    and 
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through  the  collision  of  orders  and  opinions, 
arising  from  operations  of  speculators  and  in- 
vestors, news  and  events,  sympathy  with  the 
dealings  in  other  Exchanges,  etc.,  a  series  of 
prices  is  established.  These  quotations  go  to  the 
"bucket-shop"  keeper,  who  exhibits  them  to  his 
speculative  visitors.  In  effect  he  says  to  them : 
"The  markets  in  the  various  Exchanges  are  in 
progress ;  they  will  fluctuate.  If  you  wish  to 
wager  that  they  will  go  up,  name  the  amount  of 
money  you  will  bet  on  this,  and  I  will  take  it, 
limiting  your  possible  loss  to  that  sum.  If  you 
wish  to  do  the  reverse  I  am  likewise  willing. 
Put  up  the  stakes  with  me,  and  give  me  a  com- 
mission on  the  bet,  and  we  will  await  the  result." 
Here  his  interest  is  diametrically  opposed  to 
that  of  the  "  customer  "  and  if  he  should  happen 
to  be  a  man  of  easy  morals,  the  quotations  and 
information  furnished  might  be  qualified  to 
suit  the  case. 

Betting  on  what  the  price  of  a  stock  will 
be  when  the  persons  making  the  bet  do  noth- 
ing except  to  guess  what  others  through  their 
negotiations  will  make  it,  is  as  unadulterated 
gambling  as  betting  on  which  horse  will  win 
a  race.  When  a  client  buys  a  stock  through  a 
broker,  thinking  that  it  will  advance,  as  when 
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he  buys  a  cargo  of  flour  because  he  thinks  the 
wheat  crop  is  short  and  that  it  will  go  higher, 
he  takes  his  position  commercially  in  the  mar- 
ket, contributing  by  the  act  of  his  purchase  to 
bring  about  the  very  result  expected.  He  re- 
lieves somebody  of  the  stock  or  the  flour.  When, 
however,  he,  as  a  third  person,  merely  puts  up 
his  money  on  what  other  persons,  solely  and 
without  his  intervention  in  the  article  dealt  in, 
will  do,  he  is  as  far  outside  the  pale  of  com- 
merce as  if  he  bets  on  the  throw  of  dice.  The  Ex- 
changes have  tried  to  suppress  "  bucket-shops  " 
by  appeals  to  law  and  legislation,  but,  by  some 
strange  obliquity  of  mental  vision,  those  who 
alone  can  give  relief  do  not  seem  to  see  the 
vicious  nature  of  this  financial  pest.  There  is 
hardly  a  town  in  the  land  but  what  has,  or  has 
had,  a  shop  of  this  description.  They  are  finan- 
cial nomads,  changing  their  firm  names  and 
habitat  to  suit  their  pecuniary  exigencies.  They 
belong  to  no  association,  are  accountable  to  no 
authority,  and  the  sums  they  owe  confiding  cus- 
tomers are  generally  too  small  to  justify  an 
appeal  to  law ;  besides,  many  patrons  would  not 
like  to  advertise  their  dealings. 

The  "  bucket-shop "  keeper  exhibits  to  his 
visitors  the  current  quotations  of  some  regu- 
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larly  conducted  Exchange,  and  if  the  patron  of 
the  shop  thinks  that  the  members  of  that  Ex- 
change will  buy  enough  Western  Union,  for  in- 
stance, to  advance  its  price,  he  deposits,  we  will 
say,  ten  dollars  with  the  cashier  of  the  *^  bucket- 
shop,"  and  "  buys  "  ten  shares  of  Western  Union 
at  85  from  its  keeper,  who  stands  ready  either  to 
buy  or  sell,  on  the  latest  quotations,  at  the  pleas- 
ure of  the  patron.  Here  a  margin  of  one  per 
cent,  is  put  up,  and  unless  otherwise  stipulated, 
if  the  stock  in  the  market  on  which  they  are 
betting  goes  down  to  84  J  or  84^  (depending  on 
the  "  commission ''  charged),  the  patron's  mar- 
gin is  exhausted  and  the  game  closed. 

Sometimes,  if  the  standing  of  the  patron  is 
known,  the  "  bucket-shop  "  keeper  will  let  the 
loss  run  against  the  customer  a  point  or  so  more, 
upon  an  agreement  by  the  patron  to  "  protect " 
the  trade.  If  the  market  goes  in  his  favor,  he 
can  "  close  out "  the  contracts  when  he  chooses, 
and  then  the  "  bucket-shop  "  will  owe  him  the 
margin  originally  deposited  and  the  profit  made. 

There  are  thousands  of  these  "  bucket-shops " 
in  the  country,  and  many  of  them  are  in  small 
towns  where  there  is  no  legitimate  speculative 
or  investment  business  in  stocks,  and  where  no 
legitimate  broker  could  bring  quotations  and 
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thrive.  Iq  ttese  places  "bucket-shopa"  furnish 
the  excitement  and  diversion  of  gaming  houses 
in  the  larger  cities,  which  would  not  be  tolerated 
in  smaller  communities. 

The  keeper  of  them  could  not  afford  to  hire 
a  special  wire  to  procure  quotations  from  a  dis- 
tant Exchange,  and  he  probably  might  not  dare 
to  assume  the  risks  of  "taking  the  trades"  of 
his  patrons.  Bolder  and  more  enterprising  men 
often  lease  private  wires  between  the  lai^er 
cities,  sub-let  loops  to  way  places,  forward  quo- 
tations over  them,  and  in  return  expect  the  "  or- 
ders "  picked  up  by  these  retail  offices.  Some 
of  these  larger  "  bucket-shop  "  concerns  are  be- 
lieved to  have  made  money,  partly  by  profits  on 
leased  wires,  partly  on  commissions  charged,  and 
largely  on  the  fact  that  the  majority  of  small 
and  poorly  informed  speculators  lose  money, 
which  of  course  is  a  net  gain  to  the  "  bucket- 
shop."     It  is  betting  against  the  "  bank." 

Unsophisticated  "  lambs  "  are  usually  willing 
to  accept  small  profits,  and  let  their  losses  run 
as  long  as  they  have  ready  money  to  protect 
their  position,  and  it  is  this  unfortunate  method 
of  speculation  which  enriches  the  "bucket- 
shop." 

It  cannot  be  expected  that  "  bucket-shop  " 
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keepers  will  give  their  patrons  any  valuable  or 
disinterested  information  or  advice,  for  the  two 
parties  stand  in  opposition  to  each  other. 

It  is  also  believed  that  the  larger  "bucket- 
shops  "  sometimes  employ  brokers  on  the  regu- 
lar Exchanges  to  make  sudden  raids  or  rallies  in 
certain  stocks,  at  opportune  times,  to  obliterate 
the  margins  of  their  patrons. 

A  "  bucket-shop  "  business  is  a  poor  counter- 
feit of  real  Stock  Exchange  business,  and  it 
ought  to  be  suppressed,  as  it  is  not  conducted 
on  legitimate  commercial  principles.  It  is  a 
cancerous  growth  on  a  healthy  body. 


THE   END. 
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